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Current  Events 


An  Indonesian  View  of  APEC 

Suhadi  Mangkusuwondo 


INDONESIA,    and   ASEAN,  joined 
APEC  only  with  reluctance  in  1989. 
There  are  several  reasons  for  that, 
among  others: 

a)  Concern  for  erosian  of  ASEAN  (and 
AFT  A);  ASEAN  does  not  want  to  see  its 
cooperation  eroded  by  joining  a  wider 
economic  grouping. 

b)  Concern  about  APEC  becoming  a  forum 
for  trade  negotiation,  dominated  by  big 
industrial  countries,  particularly  the 
USA  and  Japan;  ASEAN  much  prefer 
the  multilateral  forum  GATT  as  the 
forum  for  trade  negotiations. 

But  in  the  end,  after  intensive  lobbying,  par- 
ticularly by  Australia,  ASEAN,  including 
Indonesia,  agreed  to  attend  the  first  minis- 
terial meeting  in  Canberra,  and  joined  the 
APEC  (Asia  Pacific  Economic  Coopera- 
tion) ,  But  they  insisted  on  some  agreed  basic 
principles  for  economic  cooperation,  among 
others: 

•  that  APEC  should  not  evolve  into  and'be- 
come  an  economic  bloc; 

•  that  the  interest  of  members  at  different 

♦Adapted  from  Luncheon  Speech,  Center  for  Asian- 
Pacific  Affairs  and  the  Asia  Foundation  Conference  on 
"Taking  Stock  of  the  Asia-Pacific  Economic  Agenda", 
San  Francisto,  18  April  1994. 


levels  of  development  be  taken  into  ac- 
count; and 

•  that   trade   arrangements   adopted  by 
APEC  should  be  GATT- consistent. 

Different  Approaches  to  Coopera- 
tion 

As  the  APEC  process  started  to  gain 
momentum,  one  thing  became  apparent, 
namely  a  difference  in  approach  to  regional 
economic  cooperation:  the  Asian  evolu- 
tionary approach  versus  the  American  le- 
galistic and  institutional  approach.  The 
"Asian"  approach  is  to  agree  on  principles 
first,   then  let  things  evolve  and  grow 
gradually,  rely  on  the  market  to  set  the  pace 
for  economic  integration,  with  minimum 
government  intervention  or  direction.  Gov- 
ernments are  to  intervene  only  to  facilitate 
the  market  driven  process  of  economic  in- 
tegration through  trade  and  investment.  The 
"American"  approach  is  viewed  by  many  in 
Asia  as  too  legalistic  and  too  institutional. 
This  difference  in  approach  can  perhaps  be 
best  illustrated  by  comparing  the  volume  of 
documents  establishing  the  NAFTA  -  which 
someone  said  is  about  2,000  pages  long, 
with  the  agreement  on  the  AFTA  -  with  only 
16  pages. 
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To  start  with,  legally  binding  com- 
mitments covering  a  wide  range  of  issues, 
scares  many  people  in  Asia--  who  resist  hasty 
institutionalisation  of  economic  coopera- 
tion. That  is  the  reason  why  many  in  Asia 
still  insist  that  APEC  remain  a  forum  for 
consultation  and  not  a  forum  for  negotia- 
tion. This  may  be  a  bit  unrealistic,  but  some 
compromise  middle  road  should  be  possible 
where  everybody  would  feel  comfortable: 
gradual  emergence  of  the  architecture;  give 
the  market  a  chance  to  play  a  greater  role; 
government  intervention  should  be  selective 
and  restraint. 

On  Regional  Trade  Liberalisation 

In  our  view,  while  recognising  that  the 
open  global  trade  system,  as  embodied  in  the 
GATT,  is  essential  for  the  attainment  of 
rapid  growth  of  the  region,  and  therefore 
should  be  maintained  and  strengthened,  it  is 
however  national  policies  which  determine 
the  success  or  failure  of  economic  develop- 
ment of  the  developing  countries.  Therefore, 
if  the  goal  of  APEC  cooperation  is  to  sustain 
the  rapid  growth  of  the  region,  it  is  crucial 
that  national  policies,  which  rely  on  unila- 
teral trade  and  investment  liberalisation,  be 
continued.  Such  unilateral  liberalisation 
measures  have  been  going  on  in  all  the  Asian 
developing  countries  for  some  time  now,  and 
they  have  proven  to  be  essential  for  rapid 
growth  of  those  countries.  All  these  coun- 
tries at  one  point  in  the  past  have  adopted 
protective  inward-looking  trade  policies.  But 
since  10-15  years  ago  most  of  them  have 
adopted  outward-looking  policies.  Even 
Vietnam  and  India  are  joining  the  group  of 
the  East-Asian  economies  with  their  market 
opening  policies,  and  have  shown  some 
remarkable  success. 


The  question  now  is:  how  could  APEC 
facilitate  those  unilateral  liberalisation, 
which  by  its  nature  are  non-discriminatory, 
are  applied  on  MFN  basis,  and  therefore  are 
entirely  GATT-consistent.  They  also  do  not 
require  lengthy,  costly,  and  often  conten- 
tious bilateral  negotiations  which  usually  ac- 
company regional  or  global  trade  liberalisa- 
tion schemes.  Therefore,  I  believe  that  the 
encouragement  of  unilateral  liberalisation 
should  be  an  essential  part  of  the  APEC  pro- 
cess. 

A  closely  related  aspect  of  this  argument 
is  that  the  developing  members  of  APEC,  in- 
cluding Indonesia,  should  be  given  a  chance 
to  catch  up  with  the  advanced  members,  be- 
fore they  can  fully  participate  in  negotiated 
trade  and  investment  liberalisation  schemes 
at  the  regional  Asia-Pacific  level. 

On  Regional  Preferential  Trading 
Arrangement 

I  do  not  believe  that  APEC  should  en- 
gage in  a  scheme  of  regional  preferential 
trading  arrangement.  To  start  an  exclusive 
trade  agreement,  even  if  intended  to  be  tem- 
porary, would  be  the  first  step  toward  the 
creation  of  an  economic  bloc.  Other  eco- 
nomic groupings  would  react  by  hardening 
their  protective  posture,  and  the  process  can 
easily  lead  to  economic  confrontation 
among  rival  blocs. 

There  is  another  reason  why  Indonesia 
would  not  be  supportive  of  the  idea  of  an 
APEC-wide  preferential  trading  arrange- 
ment. This  year  of  1994  is  in  a  sense  unique 
for  Indonesia  because  it  is  in  the  chair  both 
of  the  NAM  as  well  as  for  APEC.  In  the 
non-aligned  movement  Indonesia  is  actively 
promoting  South-South  cooperation,  aimed 
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at  achieving  faster  growth  of  trade,  invest- 
ment, and  technical  cooperation  among 
developing  countires.  Therefore,  it  would  be 
politically  difficult  for  Indonesia  to  enter  in- 
to preferential  arrangements  with  industrial 
countries  of  the  North,  excluding  many 
countries  of  the  South  from  the  fast  growing 
markets  of  this  region.  A  consistent  policy 
for  Indonesia  would  be  to  promote  greater 
South-South  cooperation  on  the  one  hand, 
and  on  the  other  to  enter  into  an  open  re- 
gional trade  arrangement  with  countries  of 
the  North. 

Finally,  while  our  focus  of  discussion  so 
far  has  been  on  trade  and  investment,  In- 
donesia's main  concern  is  actually  on  the 
development  of  the  economy  as  a  whole. 
While  it  is  true  that  trade  has  a  crucial  role  to 
play,  and  regional  trade  in  the  Asia  Pacific  is 
the  dynamic  part  of  total  trade,  nevertheless 


one  should  not  forget  that  rapid  growth  for 
developing  countries  such  as  Indonesia  could 
not  be  sustained  unless  its  physical  and 
human  resources  are  developing.  It  is,  there- 
fore, not  surprising  that  Indonesia,  as  the 
host  country  for  the  next  APEC  meeting, 
has  put  human  resource  development  as  the 
theme  for  the  Jakarta  meeting.  This  has  been 
agreed  and  supported  by  the  other  members. 
APEC  cooperation  should  thus  include  these 
very  important  elements  of  cooperation, 
such  as  education  and  training,  technology 
development,  development  of  small  and 
medium  enterprises,  and  promotion  of  in- 
vestment in  physical  infrastructure  such  as 
electricity  and  telecommunication.  These 
should  form  an  integral  part  of  the  whole 
APEC  process.  In  other  words,  APEC 
should  develop  a  balanced  agenda,  taking 
care  of  the  diverse  needs  of  its  members,  and 
in  so  doing  gets  the  full  support  of  all  the 
member  countries. 


Problems  of  Protectionism  and  Free  Trade 

Djisman  S.  Simandjuntak 


The  term  protectionism  is  used  in  this 
paper  to  denote  an  economic  policy 
which  in  one  way  or  the  others  seeks 
to  accelerate  the  growth  of  emerging  in- 
dustries or  to  provide  an  edge  in  favour  of 
local  producers  in  maturing  industries  or  to 
defend  declining  industries  by  way  of  im- 
posing barriers  on  competing  import  in  the 

♦Revised  version  of  paper  presented  at  the  21st  In- 
ternational Small  Business  Congress,  Jakarta-Indone- 
sia, September  18-21,  1994. 


wider  sense  of  the  word.  Free  trade  on  the 
other  hand  does  not  necessarily  mean  a  com- 
plete freedom  of  producers  and  traders  to 
sell  or  buy  products  or  services  irrespective 
of  national  barriers.  A  complete  removal  of 
barriers  against  import  is  rarely  adopted  in 
trade  policy  agenda,  however  strong  the  de- 
mand may  be  for  a  freer  trade  as  is  observ- 
able in  recent  years.  What  is  of  greater  re- 
levance in  the  real  world  is,  therefore,  the 
degree  rather  than  the  existence  of  barriers 
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to  trade.  Agenda  of  liberalisation  is  also 
usually  much  more  modest  than  the  estab- 
lishment of  a  free  trade  as  taught  widely  as  a 
model  in  trade  economics. 

Since  the  end  of  the  1970s  a  kind  of  a 
paradox  has  been  observable  in  trade  policy 
making.  Governments  in  the  developing 
world  have  become  more  friendly  to  open 
trade  than  they  were  in  the  1970s  while 
governments  in  the  developed  world  have 
engaged  more  and  more  in  an  increasingly 
complicated  managed  trade. 

The  reasons  behind  the  more  positive  at- 
titude of  developing  countries  toward  freer 
trade  are  manifold.  China's  New  Economic 
Policy  with  the  opening  of  special  economic 
zones  and  coastal  cities  as  its  core  is  a  dis- 
continuation of  central  planning  which  in 
the  1970s  had  stumbled  on  new  obstacles  as 
the  information  intensity  of  development  in- 
creased very  strongly  and  diversification  of 
the  respective  economies  got  more  diversi- 
fied. In  many  other  developing  countries 
such  as  Mexico  the  adoption  of  a  freer  trade 
was  originally  linked  to  debt  restructuring, 
though  it  soon  got  its  own  dynamics  and 
became  a  major  program  in  its  own  merits. 
Some  other  developing  countries  were  faced 
with  a  severe  resource  constraints  in  the 
wake  of  the  weakened  commodity  market  in 
the  1980s  and  opted  for  reform  program  as  a 
matter  of  necessity.  Indonesia  belongs  to  this 
group  and  so  is  Malaysia.  Interestingly,  lib- 
eralisation is  contagious  in  the  more  positive 
sense  of  the  word.  As  more  and  more  devel- 
oping countries  join  the  bandwagon  those 
who  might  have  intended  not  to  change  are 
faced  with  the  formidable  pressure  to  join  as 
well  lest  a  refusal  to  swim  with  the  current 
would  make  them  irrelevant  in  the  global 
competition. 


While  the  motives  differ  from  one  coun- 
try to  another  some  features  are  common  in 
the  recent  reforms  undertaken  by  developing 
countries.  Among  the  most  important 
among  them  are:  (i)  A  more  accomodative 
attitude  towards  foreign  investment  as  re- 
flected in  a  less  discriminatory  policy  on  en- 
try and  performance  requirements;  (ii)  A  dis- 
sociation from  the  most  distorting  elements 
of  trade  policy,  especially  restrictive  import 
licencing  by  converting  them  into  tariff  pro- 
tection; (iii)  A  rationalisation  of  tariff  in  the 
sense  of  a  reduced  rate,  a  narrowed  range  or 
dispersion  and  a  simplified  classification; 
and  (iv)  A  less  cumbersome  administration 
of  rules  and  regulation.  To  a  varying  degree 
a  soft  bias  in  favour  of  export  is  contained  in 
the  new  policy,  replacing  the  strong  anti- 
export  biases  which  were  common  to  the 
strategy  of  import  substitution  of  earlier 
decades. 

The  trends  of  trade  policy  in  the  devel- 
oped world  is  less  clear.  On  the  one  hand 
tariff  rates  in  this  part  of  the  world  went  fur- 
ther down  in  the  aftermath  of  the  Tokyo 
Round  though  the  problems  of  tariff  peaks 
remain  unsolved.  Ironically,  these  tariff 
peaks  are  found  in  items  which  are  of  direct 
relevance  to  the  export  of  developing  coun- 
tries such  as  textile  and  apparel,  footwear 
and  resource- based  manufactures.  On  the 
other  hand,  the  use  of  non- tariff  barriers  has 
tended  to  increase  as  reflected  in  the  number 
of  countervailing  and  anti-dumping  cases, 
especially  in  the  United  States  and  Western 
Europe.  Gray  area  measures,  notably  volun- 
tary export  restraint  and  lately  also  volun- 
tary import  expansion  have  been  creeping  to 
new  products.  Governments  are  quite  smart 
in  innovating  new  instruments  as  their 
freedom  to  employ  existing  measures  is  sub- 
ject to  a  tighter  control.  Though  the  link  to 
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protectionist  intention  is  difficult  to  detect 
or  may  even  be  non-existent,  the  fact  re- 
mains that  a  growing  fraction  of  trade  is  now 
confronted  with  the  issues  of  deep  integra- 
tion. Behind-border  measures  such  as  en- 
vironmental standards  and  workers'  rights 
have  entered  into  the  agenda  of  trade  talks 
and  negotiations. 

Unilateral  initiatives  constitute  only  a 
component  in  the  contemporary  quest  for 
freer  trade.  Regional  initiatives  such  as  the 
establishment  of  the  European  Union, 
ASEAN  Free  Trade  Area  (AFT A),  North 
American  Free  Trade  Agreement  (NAFTA), 
Australia- New  Zealand  Closer  Economic  Re- 
lation and  Trade  Agreement  (ANZCERTA), 
have  also  produced  similar  effects  in  freeing 
trade  from  artificial  barriers.  APEC  free 
trade  is  indeed  being  considered  by  leaders 
of  this  vast  area.  Should  this  idea  materialise 
-  the  target  date  is  2020  ~  it  would  virtually 
complete  the  formal  regionalisation  of  trade 
among  the  world's  major  economies. 

Of  great  relevance  is  also  the  successful 
conclusion  of  the  Uruguay  Round.  For  the 
first  time,  trade  in  agriculture  and  a  number 
of  important  services  will  be  guided  by  the 
principles  and  rules  of  the  GATT.  Textile 
and  apparel  which  until  now  have  been  the 
single  most  important  victim  of  a.  flagrant 
discrimination  against  exporters  from  de- 
veloping countries  will  gradually  be  •  freed 
from  quantitative  restrictions,  though  tariff 
rates  in  these  categories  will  remain  the 
highest.  The  strong  linkages  between  trade 
on  the  one  hand  and  investment  and  the  pro- 
tection of  intellectual  properties  on  the  other 
are  now  formally  recognised.  Furthermore, 
GATT  1994  and  the  related  WTO  promise  a 
number  of  improvement  regarding  disci- 
plines in  anti-dumping,  countervailing,  tech- 
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nical  standards  and  regulation  and  dispute 
settlement.  Time  will  tell  whether  or  not 
GATT  1994  and  WTO  can  ever  work  as  ex- 
pected. Nevertheless,  the  fact  that  such  a 
large  number  of  countries,  including  devel- 
oping countries  have  signed  the  agreements 
is  an  accomplishment  in  itself. 

Technology  Progress  and  Freer 
Trade 

There  is  no  guarantee  that  the  current 
mood  for  a  freer  trade  will  sustain  for  a  long 
time.  History  tell  us  a  great  deal  about  the 
cycle  of  trade  policy  as  economic  circum- 
stances keep  changing.  The  political  land- 
scape may  also  change  unexpectedly  as  they 
have  changed  over  the  years.  A  takeover  by 
socialists  or  social  democrats  in  Europe  for 
instance  is  likely  to  have  a  constraining  im- 
pact upon  the  speed  of  liberalisation.  Once  a 
policy  reversal  occurs  in  a  certain  country  it 
may  sweep  the  world  domino-wise.  How- 
ever, the  likelihood  of  such  a  reversal  may 
have  lessened  for  a  number  of  reasons. 

One  major  factor  behind  integration  of 
the  world  economy  is  technology  progress. 
Advances  in  information  technology,  tele- 
communication, manufacturing  technology, 
and  rapid  transportation  have  not  only 
enhanced  the  tradeability  of  goods  and  ser- 
vices but  also  made  protection  barriers  less 
and  less  effective  and  international  division 
of  labour  more  promising  in  terms  of  the 
mutuality  of  benefits  to  the  parties  involved. 
Under  these  circumstances  activity- based 
cross-border  division  of  labour  become 
feasible  economically,  giving  impetus  to  a 
progressive  intra-industry  trade  or  even  what 
may  be  called  "intra-product"  trade.  Actors 
of  international  trade  and  production,  the 
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multinationals,  are  forced  to  adjust.  The 
logic  of  the  new  competition  requires  a  flexi- 
ble organisation.  Decentralisation  is  needed 
more  and  more,  not  only  in  terms  of  a  dis- 
persed decision  making  centres,  but  also  in 
terms  of  the  allocation  of  competencies  be- 
tween different  markets.  As  a  result,  trade 
between  related  firms  gains  in  importance. 
Approximately  one  third  of  world  trade  is 
now  occurring  between  related  firms.  The 
37,000  multinationals  and  their  200,000  sub- 
sidiaries have  a  combined  sales  of  around  $  5 
trillion  or  far  greater  than  world  trade  in  the 
traditional  sense.  Since  human  capital  is  in- 
creasingly important  relative  to  physical 
capital  in  an  enterprise,  exploiting  to  the  ut- 
most the  return  to  this  capital  will  also  work 
more  and  more  as  a  force  for  deeper  integra- 
tion. 

As  more  and  more  multinationals,  in- 
cluding the  ones  originating  in  developing 
countries,  are  entering  the  global  competi- 
tion, sticking  to  a  protectionist  policy  is  like- 
ly to  be  more  and  more  burdensome.  In  fact, 
economic  integration  in  the  Asia  Pacific  is 
said  to  have  had  more  to  do  with  the  con- 
verging interest  of  enterprises  rather  than 
trade  liberalisation  initiatives.  This  may 
sound  too  optimistic  as  far  as  the  durability 
of  open  trade  policy  is  concerned.  Neverthe- 
less, governments  are  likely  to  find  it  more 
and  more  costly  to  restrict  trade  and  other 
types  of  exchanges  between  economies. 

The  Interests  of  Small  and  Medium 
Enterprises 

Studies  on  trade  policy  have  traditionally 
been  centred  on  welfare  impacts.  Unit  of 
analysis  is  either  an  economy  as  a  whole  or 
an  industry.  Costs  to  consumer  are  usually 
weighed  against  benefits  to  producers  and 
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government.  The  more  recent  strategic  trade 
theory  is  also  preoccupied  with  similar  ef- 
fects although  the  approach  followed  is  dif- 
ferent. The  negative  impacts  of  protection 
on  the  competition  in  an  industry  as  mea- 
sured for  instance  by  the  level  of  concentra- 
tion are  not  adequately  addressed.  Interest- 
ingly, findings  about  positive  costs  of  pro- 
tection have  not  dissuaded  governments 
from  using  trade  policy  measures  with  the 
stated  objective  of  fostering  the  growth  of 
local  production. 

Empirical  testing  is  badly  needed  to 
understand  the  relationship  between  protec- 
tion and  the  structure  of  an  industry  as 
regards  the  relative  position  of  small  and 
medium  enterprises.  Pending  such  an  inves- 
tigation one  has  to  rely  on  an  intuitive  judge- 
ment. There  are  a  number  of  apriori  reasons 
to  believe  that  an  increase  in  the  level  of  pro- 
tection is  more  likely  to  be  harmful  than 
beneficial  to  small  and  medium  enterprises. 

First,  an  increase  in  the  level  of  protec- 
tion which  effectively  protect  local  produc- 
tion against  import  is  cost-inflating.  The  in- 
crease in  costs  comprises  not  exclusively  the 
protection  insidence.  Cost  of  compliance  is 
also  likely  to  be  high,  particularly  under  a 
corrupt  bureaucracy.  If  it  is  granted  to  an 
upstream  industry  the  effect  is  bound  to  be 
felt  in  all  downstream  industries  unless  there 
is  a  compensation  scheme  in  place.  Yet,  up- 
stream industry  is  more  likely  to  be  popu- 
lated by  a  small  number  of  large  firms  while 
downstream  industries  usually  host  a  big 
number  of  small  finishing  manufacturers. 
The  greater  the  reliance  of  the  downstream 
industries  on  export,  the  more  harmful  the 
protection  of  upstream  industry  will  be.  Iron 
and  steel  industry,  chemical  industry,  non- 
ferrous  metal  appear  to  be  good  examples  in 
which  small  manufacturers  are  highly  prob- 
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able  to  be  hit  by  any  protection  of  a  large 
enterprise  in  the  upstream  industry.  Yet, 
there  is  more  to  this  chain  of  effect  than  cost 
inflation.  Protection  necessarily  means  a 
narrowed  choice  for  procurement.  If  the 
protection  takes  the  form  of  import  prohibi- 
tion or  certain  restrictive  lecencing  as  prac- 
ticed widely  in  Indonesia  before  1986,  firms 
in  the  downstream  of  an  industry  are  forced 
to  enter  an  asymmetrical  relation  with  the 
upstream  industry.  Even  today,  certain  pro- 
ducts can  only  be  imported  to  Indonesia  by 
licenced  importer  who  at  the  same  time 
manufactures  the  product  locally. 

Trade  policy  is  usually  discriminatory. 
Uniform  protection  is  non-existent  in  the 
real  world.  Certain  sectors  are  treated  more 
favourably  than  others.  Given  that  the  size 
of  enterprises  within  an  industry  is  rarely 
equal,  not  even  the  cleanest  administration 
of  protection  can  secure  that  the  same  level 
of  protection  works  neutrally  between  firms. 
Larger  enterprises  are  bound  to  profit  more 
from  a  given  level  of  protection.  Further- 
more, a  lock-in  system  applies  to  many  in- 
dustries. The  textile  and  apparel  industry  of 
Indonesia,  for  instance,  are  concentrated  in 
only  three  locations.  Hence,  protection  has  a 
tendency  to  give  more  benefits  to  a  certain 
area  while  imposing  certain  costs  to  the  rest 
of  an  economy. 

The  danger  of  conglomeration  is  also  in- 
herent in  protectionism.  A  government  who 
promotes  local  production  excessively  im- 
plicitly provides  a  fertile  soil  for  con- 
glomeration. This  is  what  happened  to  In- 
donesia's automotive  industry.  Car  manu- 
facturers are  required  to  engage  in  progres- 
sive manufacturing  in  accordance  with  a 
mandatory  time  table.  While  trying  to  comp- 
ly the  car  manufacturers  cannot  find  enough 


component  manufacturers  and  decide  to 
diversify.  This  propensity  to  conglomerate  is 
virtually  irresistible,  if  trade  policy  induces 
certain  business  to  expand  rapidly  before  the 
network  of  supporting  businesses  is  at  place. 
Yet,  being  supplier  of  a  large  manufacturer 
is  one  of  the  most  realistic  paths  for  small 
and  medium  businesses  to  grow.  Ironically, 
protection  tends  to  make  it  less  viable. 
Though  not  necessarily  representative,  ex- 
perience of  conglomeration  in  the  form  of 
"combination"  in  centrally  planned  econo- 
mies tend  to  confirm  the  suspicion  that  pro- 
tection has  the  potential  to  drive  out  small 
and  medium  businesses  from  industries  adja- 
cent to  the  protected  one. 

While  empirical  evidence  is  yet  to  be  col- 
lected, freer  trade  does  seem  to  be  a  better 
trade  when  it  comes  to  the  promotion  of 
small  and  medium  businesses.  The  recent 
robust  recovery  in  the  American  economy  is 
widely  attributed  to  vital  small  and  medium 
enterprises.  German  and  Japanese  perfor- 
mances in  world  trade  have  also  been  widely 
associated  with  a  superior  network  of  sup- 
pliers consisting  of  small  and  medium  busi- 
nesses. Without  much  ado  about  promoting 
large  enterprises  Taiwan  has  also  emerged  as 
a  major  player  in  world  trade.  The  link  be- 
tween freer  trade  and  a  healthy  growth  is  so 
small  and  medium  businesses  are  yet  to  be 
discovered.    Nevertheless,   the  intensified 
competition  resulting  from  freer  trade  can  be 
an  important  link.  As  competition  in  an  in- 
dustry gets  tougher,  firms  are  forced  to  ra- 
tionalise their  product  or  activity  portfolio. 
Considering  that  the  competitiveness  of  a 
firm  varies  from  one  activity  to  another, 
tougher  competition  requires  the  concentra- 
tion of  limited  resources  on  activities  or  pro- 
ducts where  the  firm's  competitiveness  is 
highest. 
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Freer  trade  is  certainly  not  a  sufficient 
condition  for  small  and  medium  businesses 
to  prosper.  This  is  particularly  true  for  in- 
dustries in  which  market  is  global  in  nature. 
In  these  types  of  industries  large  multina- 
tionals have  established  a  number  of  advan- 
tages emanating  from  being  "first  movers". 
They  are  also  usually  the  best  recruiters  of 
managerial,  research  and  technical  person- 
nel. Governments  usually  wish  them  to 
come  into  their  own  respective  economies,  in 
some  cases  even  with  extra  incentives. 
Ironically,  small  and  medium  businesses  do 
not  enjoy  a  high  priority  in  the  investment 
and  trade  policies  of  many  governments. 
Whatever  the  reason,  a  certain  minimum 


amount  of  capital  is  usually  required  for 
foreign  investment.  One  of  the  reasons  men- 
tioned is  related  to  the  worry  about  the  pos- 
sibility that  an  influx  of  small  and  medium 
foreign  investors  would  drive  local  enter- 
preneurs  out  of  business.  Unfortunately,  the 
extent  to  which  this  worry  is  valid  can  only 
be  verified  through  empirical  studies.  Yet, 
the  fact  that  a  booming  multinationals'  in- 
vestment usually  is  accompanied  by  a  boom- 
ing large  local  business  provides  a  reason  to 
expect  that  something  similar  would  occur 
should  foreign  small  enterprises  enter  an 
economy  in  big  scale,  provided  that  support- 
ing physical  and  social  infrastructures  are  at 
place. 


Openness  and  Political  Culture* 

Amir  Santoso 


OPENNESS  was  one  of  the  topics 
taken  up  in  the  Presidential  Ad- 
dress on  16  August  1994  on  the  eve 
of  the  49th  commemoration  of  the  Procla- 
mation of  Indonesia's  Independence.  This 
topic  is  very  interesting  since  the  interpreta- 
tion of  openness  in  society  has  been  confus^ 
ing  so  far.  On  the  one  hand,  there  are  people 
who  are  aware  that  openness  should  be  ac- 
companied by  limiting  beacons,  oh  the  other 
hand  there  are  those  who  use  this  issue  on 
the  basis  of  their  own  taste. 


♦Translated  from  Suara  Karya  daily,  19  August 
1994. 


We  agree  with  the  presidential  address 
that  openness  does  not  mean  freedom  with- 
out limit  but  refers  to  constitutional  free- 
dom. In  democracy,  having  diverse  opinions 
is  legal  and  constitutional.  It  is  wrong  when 
differing  views  lead  to  protracting  conflicts 
that  will  threaten  national  unity  and  integri- 
ty. 

Frequently  the  question  as  to  what  is  con- 
sidered as  endangering  the  unity  and  integri- 
ty of  the  nation  becomes  the  subject  of  po- 
lemics. Perhaps,  something  which  is  consid- 
ered by  some  people  as  a  danger,  may  be 
considered  as  a  necessity  for  the  develop- 
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ment  of  democracy  by  others.  However,  it 
could  happen  that  what  is  considered  to  be 
conducive  to  democratisation  turns  out  to  be 
something  which  is  only  for  the  interests  of  a 
certain  group,  not  for  the  sake  of  society  as  a 
whole. 

Consequently  having  common  percep- 
tion of  openness  and  freedom  has  become 
imperative,  though  it  is  not  easy  to  achieve. 
Because  politics  does  not  only  relate  to  the 
Constitution  but  it  concerns  culture  or  tradi- 
tion as  well.  The  Constitution  may  as  well 
justify  openness  or  differing  opinions  and 
allow  anyone  to  express  one's  view  even 
though  a  differing  one.  But  political  culture 
may  have  its  own  procedure  or  way  of  ex- 
pressing one's  views.  Hence  even  though  the 
Constitution  is  a  guarantee  in  this  regard,  if 
the  way  to  express  one's  view  is  not  conven- 
tional or  not.  in  compliance  with  tradition, 
the  differing  view  may  be  unacceptable. 

Therefore,  in  order  to  have  a  common 
perception  of  openness,  not  only  an  under- 
standing of  the  existing  political  system,  but 
also  comprehension  of  the  political  culture, 
is  called  for.  Because  the  prevailing  political 
culture  is  very  decisive  in  the  interpretation 
of  openness,  and  in  this  regard,  in  any  coun- 
try, the  political  culture  of  the  elite  group  is 
usually  the  predominant  one.  Accordingly, 
an  appropriate  understanding  of  the  "what 
and  how"  of  the  traditional  custom,  attitude 
and  behaviour  of  the  predominant  elites  is 
necessary. 

If  various  views  have  emerged  lately 
questioning  the  seriousness  of  the  Indone- 
sian government  in  the  implementation  of 
openness,  it  may  be  due  to  the  lack  of  com- 
prehension about  the  political  culture  men- 
tioned above.  Our  political  culture  does  not 
forbid  expressing  differing  views.  Everybody 


may  express  differing  views,  but  it  should  be 
done  in  accordance  with  the  etiquette  pre- 
vailing in  our  culture.  The  criterion  of  this 
"etiquette"  will  no  doubt  be  different  from 
that  of  other  nations.  What  is  a  good  eti- 
quette in  our  country  may  be  considered  as  a 
lack  of  openness  in  the  context  of  another 
culture.  On  the  other  hand,  what  is  natural 
in  another  culture  may  be  considered  impu- 
dent in  our  eyes. 

Hence,  what  is  at  issue  in  the  matter  of 
openness  is  not  Constitution  but  apprecia- 
tion. What  is  considered  as  a  restriction  in 
expressing  our  views  is  an  attempt  to  educate 
our  nation  to  go  back  to  the  corridors  of  our 
culture  and  our  traditional  way  of  expressing 
bur  views.  Our  nation  is  not  barbarian  who 
hurt  other  people's  feelings  at  will.  Our  peo- 
ple is  a  cultivated  nation  and  understands 
other  people's  feelings. 

The  problem  is  that  a  part  of  our  nation 
has  become  increasingly  educated  and  auto- 
matically tends  to  demand  more  freedom 
through  inconventional  ways.  Some  of  them 
believe  that  as  long  as  the  Constitution  pro- 
vides that  guarantee,  any  view  can  be  ex- 
pressed irrespective  of  the  way  to  do  it.  And 
this  appears  to  be  erroneous. 

To  those  who  believe  that  openness 
means  open  criticism  and  is  allowed  to  be 
publicised,  the  openness  advocated  by  the 
government  may  become  insignificant.  How- 
ever, to  those  who  know  the  "way",  this 
freedom  of  speech  may  turn  out  to  be  enjoy- 
able. In  closed  meeting  places,  hot  debates 
may  be  held.  Behind  walls,  even  the  sharpest 
criticism  is  not  only  allowed  but  has  to  be 
put  forward.  Recommendations  and  sugges- 
tions for  the  improvement  of  policy  may  be 
forwarded  through  certain  channels  and  the 
suggestions  may  be  radical  in  nature.  How- 
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ever,  in  an  open  forum,  a  sharp  criticism  is 
no  longer  a  criticism  but  is  an  insult. 

Democracy  anywhere  always  calls  for  a 
balance  between  formal  regulations  and 
tradition  or  the  political  culture  prevailing  in 
society.  Accordingly,  one  should  not  have 
the  illusion  that  our  openness  will  and  has  to 
be  similar  to  that  of  the  West.  Perhaps  we 
will  criticise  the  attitude  of  anti-criticisms  of 
some  of  our  elites.  However,  if  we  honestly 
ask  ourselves  whether  we  have  the  tradition 
of  being  ready  for  open  criticisms  addressed 


to  us,  I  am  afraid  the  answer  will  be  nega- 
tive. 

Thus,  our  democracy  is  our  own  face, 
not  that  of  other  nations.  However,  it  has  to 
be  kept  in  mind  that  society  too,  will  be  sub- 
ject to  change  and  dynamics.  What  is  good 
today  may  not  be  good  in  the  future  and 
vice  versa.  Hence,  the  wisdom  to  understand 
the  dynamics  of  society,  is  also  demanded 
from  all  parties  concerned,  be  they  society  of 
political  elites.  Only  by  virtue  of  this  under- 
standing, political  stability  and  national  uni- 
ty and  integrity  may  be  maintained. 


Indonesia's  Initiative 
in  APEC* 


C.P.F.  Luhulima 


INDONESIA,  as  was  the  case  with  the 
other  ASEAN  countries,  joined  APEC 
■  only  with  great  reluctance  in  1989  al- 
though it  was  proclaimed  as  an  informal 
governmental  process  "to  promote  eco- 
nomic cooperation  in  the  Asia  Pacific".  The 
most  important  reasons  for  this  reluctance 
was,  first,  a  deep-seated  concern  for 
ASEAN' s  dilution.  ASEAN  was  extremely 
concerned  that  joining  a  wider  Asia  Pacific 
economic  cooperation  initiative  would  at- 
tenuate its  cooperation.  Second,  ASEAN 
was  concerned  that  the  Asia  Pacific  Eco- 
nomic Cooperation  initiative  will  become  a 
forum  for  trade  negotiation  dominated  by 
Japan  and  the  United  States  rather  than  one 
for  trade  consultations.  ASEAN  gives  pre- 
ference to  the  GATT  and  the  World  Trade 
Organisation  (WTO)  as  a  multilateral  forum 
for  trade  negotiation. 


*Paper  presented  at  the  International  Conference  on 
APEC  and  A  New  Pacific  Community:  Issues^and  Pro- 
spects, Westin  Chosun  Hotel-Seoul,  13-14  October 
1994. 


It  was  only  after  intensive  and  enthusias- 
tic lobbying,  in  particular  by  the  initiator 
Australia,  that  Indonesia  and  the  other 
ASEAN  members  agreed  to  attend  the  first 
ministerial  meeting  in  Canberra  in  Novem- 
ber 1989.  It  was  at  the  first  meeting  that 
APEC  succeeded  in  identifying  its  work  pro- 
gramme which  comprised  the  overview  and 
analysis  of  the  economic  trends  in  the  Asia 
Pacific  region  and  trade  liberalisation. 

Although  ASEAN  attended  the  meeting, 
they  insisted  in  no  uncertain  terms  on  some 
agreed  principles  for  economic  cooperation. 
They  are  that  APEC  should  not  develop  into 
and  emerge  as  an  economic  bloc;  that  the  in- 
terest of  its  members  at  various  levels  of  de- 
velopment be  taken  into  consideration;  and 
that  the  trade  arrangements  adopted  by  the 
new  regional  organisation  should  be  consis- 
tent with  the  GATT  rules. 

The  following  pages  will  discuss  the 
evolution  and  significance  of  APEC, 
Indonesia's  views  of  APEC  and  the  APEC 
1994  agenda. 
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The  Evolution  and  Significance  of 
APEC 

The  Asia  Pacific  Economic  Cooperation 
was  formally  established  in  November  1989 
in  Canberra,  Australia.  Its  establishment 
was  occasioned  by  the  vastly  changing  global 
political  and  economic  situation  at  that  time. 
The  major  factors  for  its  emergence  were  the 
concern  with  the  possible  failure  of  the  Uru- 
guay Round  which  would  increase  protec- 
tionism and  the  rise  of  inward-looking,  re- 
gional trade  groupings  (Single  European 
Market  and  NAFTA)  with  its  discriminatory 
bilateral  or  regional  solutions  to  trade  prob- 
lems; and  the  dramatic  and  substantive  pol- 
itical and  economic  changes  which  swept 
devastatingly  over  the  Soviet  Union  and 
Eastern  Europe. 

The  rapid  growth  in  East  Asian  export 
led  to  increasing  tensions  in  the  1980s.  Their 
trading  partners  used  to  overlook  the  sub- 
stantial growth  of  East  Asia's  imports  of  raw 
materials  and  capital  equipment.  Their  at- 
tention was  focused  on  the  capture  of  mar- 
kets by  East  Asia  exporters  and  the  pressure 
it  placed  on  sectors  where  European  and 
North  American  economies  used  to  hold 
comparative  advantage.  As  a  consequence, 
the  latter  economies  reacted  defensively, 
which  led  to  frequent  imposition  of  selective 
import  restrictions  or  to  demand  for  "volun- 
tary" export  restraints.  Trade  tensions 
across  the  Pacific  region  have  also  been 
made  severe  by  high  and  persistent  US 
deficits.1  These  deficits  provided  for  US 
threats  of  retaliation,  such  as  by  issuing  the 
"Super  301"  section  of  the  1988  US  trade 
legislation. 

'These  deficits  have  now  reached  US$130  billion. 
Approximately  US$  60  billion  is  with  Japan;  and  60  per 
cent  of  this  amount  is  the  deficit  in  the  US- Japan  trade, 
primarily  in  the  automotive  sector. 


Hence,  the  major  reason  for  the  estab- 
lishment of  APEC  was  to  overcome  these  re- 
straints and  threats  to  the  open  global 
trading  system  and,  therefore,  to  the  East 
Asian  economies  which  rely  heavily  on 
global  markets,  as  well  as  to  step  up  trade 
liberalisation  and  smoothen  the  investment 
flow  in  the  region.  None  of  the  East  Asian 
economies  acting  on  its  own  could  have 
much  affected  the  evolution  of  world  trade 
rules,  not  even  Japan.  To  forge  alliances  and 
to  preserve  and  gradually  enhance  the  rules 
providing  for  a  stable  open  global  environ- 
ment for  trade  and  investment  is  an  impor- 
tant motive  for  economic  cooperation  in  the 
Asia  Pacific  region. 

The  thrust  for  economic  cooperation  in 
the  Asia  Pacific  was  considered  to  be  ex- 
tremely important  since  the  region  was  the 
most  dynamic  one  with  an  economic  growth 
rate  much  higher  than  that  of  other  regions. 
The  value  of  trade  in  the  region  alone  com- 
prises two-third  of  total  world  trade.  The 
significant  orientation  towards  exports  and 
investments  were  acknowledged  as  the  more 
significant  pushing  factors  behind  the  eco- 
nomic growth  and  development  in  the  re- 
gion. 

The  high  economic  growth  rates  were  ac- 
companied by  a  population  growth  of  ap- 
proximately two  million.  Its  population 
comprises  40  per  cent  of  that  of  the  world 
which  is  considered  a  huge  asset  for  eco- 
nomic growth.  The  high  growth  rates  have, 
moreover,  given  rise  to  a  substantial  middle 
class.  Next  to  an  economic  asset  the  high 
population  growth  is  indicative  of  the  devel- 
opment of  a  potentially  huge  market. 


2  Andrew  Elek,  "APEC  -  Motives,  Objectives  and 
Prospects,"  in  Australian  Journal  of  International  Af- 
fairs 46,  no.  2  (November  1992). 
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Hence,  when  in  January  1989  the  Austra- 
lian Prime  Minister  Bob  Hawke  called  for  a 
meeting  of  ministers  of  the  region  to  conduct 
ministerial-level  consultations  on  economic 
cooperation  there  was  a  broadly  shared 
perception  of  the  potential  benefits  of  such  a 
gathering,  except  initially  from  the  ASEAN 
countries.  From  the  Indonesian  point  of 
view  its  successful  inauguration  in  Canberra 
in  November  1989  has  been  attributed  to 
three  major  factors,  f  irst,  is  the  pragmatic 
approach  employed  on  substantive  areas  of 
clear  common  interest.  Second,  is  the  sensi- 
tive approach  to  the  possible  operational 
modalities,   finally,    Australia's  extensive 
consultations  and  lobbying  in  developing  the 
concept.  Most  important  of  all,  however, 
was  the  confluence  of  new  trends  and  devel- 
opments in  the  global  as  well  as  regional  eco- 
nomies and  a  resurgent  interest  in  the  estab- 
lishment of  a  more  formal,  inter-govern- 
mental arrangement  and  cooperation  on  eco- 
nomic issues  among  the  Asia  Pacific  eco- 
nomies. "It  was  an  idea  whose  time  had 
come."3 

At  the  same  time  there  was  also  a  con- 
sensus that  cooperation  on  economic  issues 
should  essentially  be  outward-looking.  The 
Asia  Pacific  region's  continued  prosperity 
depended  on  its  world-wide  trading  links. 
Hence,  cooperation  should  be  designed  to 
strengthen  the  region's  authority  in  shaping 
global  economic,  trading  and  financial  pol- 
icies rather  than  defensively  isolating  itself 
from  the  rest  of  the  international  communi- 
ty. More  importantly,  APEC  should  not 
establish  a  trading  bloc.  It  should  not  even 


Ali  Alatas,  "Asia  Pacific  Economic  Cooperation 
(APEC):  Implications  for  ASEAN".  Outline  of 
Remarks  presented  at  the  Asia  Society  and  CS1S  Con- 
ference on  the  ASEAN  Countries  and  the  World  Econo- 
my: Challenge  of  Change,  Bali  3-5  March,  1991. 
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recommend  a  free  trade  area  which  has  pro- 
tectionist implications.  APEC  is  advocating 
the  lowering  of  trade  barriers  towards  non- 
members.  Hence,  it  strongly  opposed  the 
creation  of  a  trading  bloc  and,  as  a  corolla- 
ry, inward-looking  regionalism.  It  should  in- 
stead strengthen  the  GATT-based  multilat- 
eral trading  system. 

It  was  further  clearly  recognised  that 
Asia  Pacific  economic  cooperation  should 
recognise  the  diversity  of  the  economies  of 
the  region  and,  as  such,  avoid  the  emergence 
of  domination  of  the  process  by  any  single 
economy  or  a  sub-group  of  economies.  Uni- 
lateral imposition  of  policies  and  processes 
in  this  interdependent  world  is  aconfradictio 
in  terminb  (contradiction  in  terms).4  Hence, 
the  emphasis  on  consultations  aimed  at  con- 
sensus building  on  a  gradually  broader  range 
of  economic  issues  rather  than  on  a  formal 
negotiating  process  where  some  stronger 
economies  sought  to  force  their  views  and 
will  on  others.  This  outward-looking  co- 
operation should  simultaneously  be  an  open- 
ended  process  of  cooperation,  and  gradually 
draw  in  economies  with  strong  linkages  to 
the  initial  core  of  participating  economies 
which  assembled  in  Canberra.5  China,  Hong 
Kong  and  Taiwan  were  admitted  as  APEC 
members  at  the  third  ministerial  meeting  in 
Seoul  in  November  1991. 

APEC's  basic  and  major  principles  were 
agreed  upon  in  its  first  meeting: 

•  APEC's  objective  is  to  sustain  growth  and 
development  in  the  region  to  improve 
living  standards  and  the  growth  of  the 
world  economy; 

•  APEC  should  strengthen  an  open  multi- 

4AIi  Alatas,  1991. 
'Andrew  Elek,  1992. 
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lateral  trading  system  and  shy  away  from 
the  formation  of  a  regional  trading  bloc; 
and 

•  APEC  should  concentrate  on  economic 
issues,  to  advance  common  interests  and 
promote  constructive  interdependence  by 
smoothening  the  flow  of  goods,  services, 
capital  and  technology. 

APEC's  scope  of  activity,  mode  of 
operation  and  principles  for  participation 
were  adopted  at  its  third  ministerial  meeting 
in  Seoul  in  November  1991.  The  scope  of  ac- 
tivity comprises  exchange  of  information 
and  consultation  on  policies  to  sustain 
growth,  promote  adjustment  and  lessen  eco- 
nomic disparities  and  in  so  doing  contribute 
to  global  economic  growth  and  develop- 
ment; development  of  strategies  to  reduce 
impediments  to  trade  in  goods  and  services 
and  investment;  and  promotion  of  regional 
trade,  investment,  human  resource  develop- 
ment and  technology  transfer,  as  well  as 
cooperation  in  specific  sectors  (energy,  en- 
vironment, fisheries,  tourism,  transporta- 
tion, telecommunication).  The  mode  of 
operation  is  open  dialogue  and  consensus 
building  through  consultation  and  exchange 
of  views  on  the  basis  of  policies  and  policy 
analysis  by  member  countries  and  organisa- 
tions (ASEAN,  the  South  Pacific  Forum  and 
PECQ.  The  Seoul  Declaration  reflected  the 
various  aspects  of  APEC's  institutionalisa- 
tion,  such  as  objectives,  scope,  procedure, 
participation  and  its  organisation.  The  Seoul 
meeting  also  agreed  that  Indonesia  would 
become  the  host  of  the  1994  ministerial 
meeting  and  would  chair  APEC  after  the 
US.  With  the  Seoul  Dialogue,  the  objectives 
of  APEC  became  transparent.6 

6Hadi  Soesastro,  "The  Institutional  Framework  for 
APEC:  An  ASEAN  Perspective."  Paper  presented  at 
the  Workshop  on  APEC:  Challenges  and  Opportunities, 
ISEAS,  Singapore,  20-21  June,  1994. 


APEC's  secretariat  and  a  fund  (US$2 
million  for  the  first  year)  to  finance  APEC 
activities  were  set  up  following  the  fourth 
ministerial  meeting  in  Bangkok  in  September 

1992.  This  meeting  also  agreed  to  renew 
APEC's  commitment  to  further  strengthen 
the  multilateral  trading  system  following 
the  successful  conclusion  of  the  Uruguay 
Round;  adopt  regional  trade  liberalisation; 
establish  an  eminent  persons  group  to  enun- 
ciate a  vision  for  trade  in  the  Asia  Pacific  to 
the  year  2000;  implement  four  proposals 
which  would  provide  significant  benefits  for 
business  in  the  shorter  term,  such  as: 

•  the  establishment  of  an  electronic  tariff 
data  base; 

•  harmonisation  and  facilitation  of  customs 
procedures  and  practices; 

•  examination  of  the  administrative  aspects 
of  market  access;  and 

•  preparation  of  a  detailed  guidebook  on 
investment  regulatory  procedures  in  the 
region. 

The  meeting  also  agreed  upon  the  estab- 
lishment of  a  secretariat  in  Singapore  and 
the  setting  up  of  the  Eminent  Persons  Group 
(EPG). 

.  The  fifth  meeting  in  Seattle  in  November 

1993,  reiterated  APEC's  central  objectives: 
the  strengthening  of  the  multilateral  trading 
system,  expansion  of  regional  and  global 
trade  and  improvement  of  investment  rules 
and  procedures  in  accordance  with  GATT.  It 
also  adopted  the  Declaration  on  APEC 
Trade  and  Investment  Framework  to  foster 
APEC's  role  in  further  liberalising  trade  and 
investment  through  engaging  its  members  in 
policy  and  facilitation  matters  and  the  estab- 
lishment of  the  Committee  for  Trade  and  In- 
vestment (CTI).  With  the  establishment  of 
the  Committee  all  activities  and  discussions 
of  issues  were  transferred  from  the  informal 
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Group  on  Regional  Trade  Liberalisation 
(RTL)  to  CTL  The  meeting  also  established 
the  Budget  and  Administration  Committee. 
With  the  establishment  of  both  committees, 
APEC's  structure  was  as  follows:  the  Minis- 
terial Meeting;  the  Senior  Officials  Meeting; 
the  Committee  on  Trade  and  Investments; 
the  Committee  on  Budget  and  Administra- 
tion (BAC);  the  ad-hoc  working  group  on 
ETI;  and  10  working  groups. 

At  the  fifth  meeting  Mexico  and  Papua 
New  Guinea  were  admitted  as  APEC's  new 
members  and  a  decision  was  made  to  admit 
Chile  at  the  1994  ministerial  meeting  in 
Jakarta.  The  meeting  also  put  a  moratorium 
on  new  membership  for  three  years,  until  the 
end  of  1996.  With  the  application  of  the 
moratorium  it  is  sincerely  hoped  hat  APEC 
would  be  able  to  concentrate  its  endeavours 
on  strengthening  its  cooperation  in  the  lib- 
eralisation of  trade  and  investment. 

The  holding  of  the  APEC  Leaders  Eco- 
nomic Meeting  (ALEM)  in  Blake  Island  on 
November  20,  1994  which  was  proposed  and 
hosted  by  President  Clinton  was  a  historic 
moment  for  APEC.  The  discussion  in 
ALEM  focused  on  economic  issues,  parti- 
cularly in  the  region,  in  facing  the  21st  cen- 
tury: views  of  the  APEC  leaders  on  the  eco- 
nomic situation  in  the  21st  century;  their 
views  on  economic  priorities  and  the  mechan- 
isms to  achieve  them.  Although  the  meeting 
was  originally  meant  to  be  informal  and  was 
only  meant  to  give  the  opportunity  to  APEC 
leaders  to  exchange  views  and  discuss  eco- 
nomic issues  in  the  21st  century,  in  the  end  it 
produced  a  document  entitled  APEC  Lead- 
ers Economic  Vision  Statement,  comprising 
three  main  components.  First  is  an  affir- 
mation of  the  open  multilateral  trading" 
system  and  the  determination  to  take  the 
lead  in  taking  steps  to  produce  a  most  fa- 


vourable outcome  of  the  Uruguay  Round. 
Second  is  a  vision  of  "community  of  Asia 
Pacific  economies"  which  is  based  upon  the 
spirit  of  openness  and  partnership;  which 
supports  an  open  international  trading 
system;  reduces  barriers  to  trade  and  invest- 
ment; equally  distributes  the  benefits  of  eco- 
nomic growth;  improves  education  and 
training;  advances  transportation  and  tele- 
communication; which  protects  the  environ- 
ment to  improve  sustainable  economic 
growth  and  provides  a  more  secure  future 
for  the  people  living  there.  Third  is  a  number 
of  initiatives  (8  to  be  exact)  which  comprise: 

•  the  meeting  of  APEC  finance  ministers; 

•  the  establishment  of  a  Pacific  Business 
Forum; 

•  an  APEC  Education  Programme; 

•  an  APEC  Business  Volunteer  progamme 
to  promote  human  resource  development; 

•  a  meeting  of  APEC  Ministers  involved 
in  small  and  medium- scale  business  enter- 
prises; 

•  the  development  of  a  non-binding  code  of 
principles  on  investment  issues  (Non- 
binding  Investment  Code); 

•  the  development  of  an  "3E"  APEC's 
policy  dialogue  and  action  plan  for  con- 
serving energy,  improvement  of  the  en- 
vironment and  sustaining  economic 
growth;  and 

•  the  establishment  of  a  Technology  Trans- 
fer Exchange  Centre  to  facilitate  technolo- 
gy management  and  exchange. 

Meanwhile,  the  EPG's  first  report,  en- 
titled "A  Vision,  for  APEC  --  Towards  an 
Asia  Pacific  Economic  Community",  was 
issued  in  October  1993.  It  recommended  the 
progressive  development  of  a  community  of 
Asia  Pacific  economies  with  free  and  open 
trade  and  investment.  The  report  presented 
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three  major  challenges  to  the  regional 
leaders:  to  achieve  free  trade  in  the  Asia 
Pacific,  to  advance  global  trade  liberalisa- 
tion and  to  launc  concrete  programmes  to 
move  APEC  towards  these  long  term  goals. 

The  Second  Report,  "Achieving  the 
APEC  Vision,  Free  and  Open  Trade  in  the 
Asia  Pacific"  issued  in  August  1994  and 
presented  to  President  Soeharto  as  APEC's 
chairman  on  August  31,  was  a  response  to 
the  mandate  given  in  Seattle:  "to  present 
further  more  specific  proposals  on  how  the 
recommended  long-term  vision  might  be 
realised".  Guided  by  the  principle  of  free 
trade  and  investment;  international  coopera- 
tion; regional  solidarity;  mutual  benefit; 
mutual  respect  and  egalitarianism;  prag- 
matism; decision  making  on  the  basis  of  con- 
sensus and  implementation  on  the  basis  of 
flexibility,  as  well  as  open  regionalism, 
APEC  members  should  continue  to  work  for 
global  liberalisation  in  GATT  and  the  new 
World  Trade  Organisation  (WTO).  They 
should  include  four  non-mutually  exclusive 
elements  in  their  regional  liberalisation  pro- 
gramme: maximise  unilateral  liberalisation; 
further  reduce  their  trade  and  investment 
barriers  towards  non-APEC  countries;  offer 
to  extend  the  benefits  of  APEC  liberalisation 
to  non-members  on  a  reciprocal  basis;  and 
that  any  individual  APEC  member  can  ex- 
tend its  liberalisation  towards  free  trade  to 
non-members  on  a  conditional  or  on  an  un- 
conditional basis. 

On  the  foundation  of  these  principles  the 
EPG  recommended  to  the  leaders  and  minis- 
ters at  their  November  1994  meeting  in  In- 
donesia: 


Published  by  the  Asia- Pacific  Economic  Coopera- 
tion Secretariat  in  August  1994. 


•  to  adopt  a  comprehensive  programme  to 
realise  the  vision  of  free  and  open  trade  in 
the  region  through  adopting  the  goal  of 
"free  and  open  trade  and  investment  in 
the  region"; 

•  to  achieve  APEC's  programme  of  trade 
liberalisation   by  the  year  2000;  and 

•  to  execute  the  liberalisation  process  in  the 
whole  region  by  the  year  2020. 

APEC  should  also  vigorously  pursue  a 
programme  of  trade  facilitation  and  tech- 
nical cooperation  through  the  following  in- 
itiatives: 

•  early  adoption  of  an  APEC  Concord  on 
Investment  Principles; 

•  harmonisation  of  national  product  stan- 
dards and  testing  procedures  or  mutual  re- 
cognition of  each  others'  standards; 

•  cooperation  on  financial  and  macroeco- 
nomic  issues;  cooperation  on  environ- 
mental issues;  creation  of  a  task  force  to 
address  the  problem  of  proliferation  of 
abusive  antidumping  practices; 

•  creation  of  an  APEC  Dispute  Mediation 
Service  (DMS);  and 

•  technical  cooperation  in  the  field  of  public 
infrastructure,  competent  small  and  me- 
dium scale  enterprises,  education  and 
other  human  resources  development  pro- 
grammes. EPG  is  confident  that  this  pro- 
gramme will  achieve  the  community  of 
Asia  Pacific  economies  which  was  en- 
dorsed in  Seattle. 

The  Report  received  harsh  criticism  from 
certain  quarters.  For  some  the  Second  EPG 
Report  is  "somewhat  of  a  dissappointment 
--  to  put  it  mildly".  The  Report,  it  was 
argued,  failed  to  produce  modalities  to 
achieve  a  free  and  open  trade  in  the  Asia 
Pacific  based  upon  the  idea  of  open  re- 
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gionalism,  the  formally  accepted  principle 
and  approach  in  the  region.  It  is  on  the  basis 
of  this  principle  that  trade  and  investment 
liberalisation,  unilaterally  as  well  as  con- 
certedly,  is  to  be  achieved.  These  liberalisa- 
tions will  be  extended  to  non-APEC  mem- 
bers on  a  most  favoured  nation  (MFN)  basis. 
The  essential  task  of  APEC,  as  it  should  be 
understood,  is  to  create  a  conducive  environ- 
ment for  members  to  speed  up  their  trade 
and  investment  liberalisation.  "The  chal- 
lenge that  was  entrusted  upon  the  EPG  was 
to  formulate  strategies  to  develop  this  en- 
vironment within  APEC".  Open  regional- 
ism was  primarily  proclaimed  with  a  view  to 
the  fact  that  negotiated  liberalisation  within 
APEC  "is  not  feasible  and  is  clearly  detri- 
mental to  confidence-building  in  the  re- 
gion". Moreover,  the  use  of  a  free  trade  area 
or  a  trading  bloc  is  a  non-starter  in  interna- 
tional trade  diplomacy. 

The  task  that  was  entrusted  to  the  EPG 
was  to  lay  out  a  plan  of  action  to  liberalise 
trade  and  investment  in  the  region  bearing  in 
mind  these  constraints.  Instead,  the  recom- 
mendations in  the  Report  amounted  to  the 
establishment  of  a  free  trade  area,  since  it 
has  proposed  the  creation  of  a  three-stage 
free  trade  area:  first,  a  free  trade  area 
among  APEC's  most  industrialised  members 
-  "perhaps  by  2010",  second,  an  interme- 
diate phase  for  the  NIEs,  "perhaps  by 
2015",  while,  third,  the  developing  members 
"should  aim  to  finish  the  process  by  2020". 

This  is  exactly  where  the  criticism  is 
aimed  at:  the  introduction  of  trade  discrimi- 
nation among  APEC  members  which  is  con- 
sidered to  be  highly  divisive.  The  EPG  could 
have  shunned  producing  such 

an  ambiguous,  confusing  report  by  explicitly  des- 
cribing the  different  --  and  opposing  --  options  for 


achieving  free  trade  in  the  region.  ...  This  would 
have  been  more  useful  to  policy  and  decision 
makers.  To  produce  a  "compromised  advisory"  on 
things  that  cannot  be  compromised  is  not  helpful.  In 
fact,  if  a  compromise  has  to  be  made  this  is  definite- 
ly the  task  of  the  decision  makers  themselves,  name- 
ly our  APEC  leaders.  ...  If  the  eight  principles  that 
are  contained  in  the  Report's  Executive  Summary 
are  followed  through  to  their  logical  consequence, 
the  implementation  of  APEC  trade  and  investment 
liberalisation  can  be  pursued  through  the  'soft  path' 
rather  than  the  'hard  path'.8 

As  expected,  C.  Fred  Bergsten,  the  EPG 
chairman  reacted  to  the  harsh  criticism,  par- 
ticularly on  the  discriminative  character  of 
the  proposal.  He  defended  the  EPG  Report 
by  arguing  that  free  trade  among  the  mem- 
bers of  APEC  were  wholly  based  on  an  un- 
conditional Most  Favoured  Nation  (MFN) 
basis.  The  misunderstanding  may  have  been 
caused  by  the  proposition  of  three  stages  for 
the  reduction  of  trade  barriers  in  the  Report. 
He  admitted  that  the  division  in  stages  of 
reduction  have  given  the  impression  of  pro- 
posing three  distinct  trade  areas  among 
APEC  members.  But  he  tried  to  convince  his 
critics  of  the  Report  that  such  an  interpre- 
tation is  misleading.  EPG  was  not  aware  of 
prospective  losses  suffered  among  members 
by  the  proposal.  The  facilities  provided  by 
the  more  advanced  countries  by  the  year 
2020  is  a  target  date  for  complete  liberalisa- 
tion of  trade  in  the  whole  Asia  Pacific  re- 
gion. The  advanced  countries  are  expected  to 
accelerate  the  economic  development  of  the 
developing  countries  which  will  result  in  the 
progressive  acceleration  of  the  reduction  of 
trade  barriers. 

So  by  the  year  2000,  for  instance,  Indonesia  may 
benefit  from  the  open  US  market  which  have  re- 
duced all  its  trade  barriers.  Conversely  the  US  only 



8Hadi  Soesastro,  "APEC  Vision  Contain  Ambi- 
guities", Jakarta  Post,  10  September  1994. 
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enjoys  50  per  cent  of  the  reduction  of  the  barriers 
being  implemented.  However,  the  trade  facilitation 
provided  by  the  US  to  Indonesia  may  accelerate  the 
growth  of  Indonesia's  economy  so  that  hopefully 
before  2020  the  US  may  enjoy  Indonesia's  open 
market.9 

Prime  Minister  Goh  Chok  Tong  of 
Singapore  tried  to  come  up  with  a  compro- 
mise. "We  should  try  and  aim  for  [defined 
dates  for  trade  liberalisation],  but  we  should 
also  be  sensitive  to  the  concerns  of  other 
countries.  ...  We  will  approach  this  with 
some  elasticity  in  mind  -  it  can  be  a  range  of 
dates  starting  from  2005  and  ending  in  2020 
for  countries  in  various  categories.  ...  But  we 
should  aim  for  some  dates".10 

At  the  third  APEC  Senior  Officials 
Meeting  (SOM)  in  Yogyakarta,  September 
10-14,  1994,  where  EPG  chairman  C.  Fred 
Bergsten  presented  the  Report  at  the  opening 
day,  many  senior  officials  gave  their  support 
to  the  "thrust  of  the  report",  and  expressed 
their  approval  of  the  long  range  objectives 
laid  out  in  the  Report,  to  adopt  a  timetable 
for  the  establishment  of  comprehensive  free 
trade  within  20  years,  starting  in  the  year 
2000.  However,  SOM  III  participants  will 
only  draft  their  conclusion  on  the  Report's 
vision  later  which  will  be  submitted  to  the 
sixth  Ministerial  Meeting  in  Jakarta  on  No- 
vember 11-12,  1994.11 


Indonesia's  Views  on  APEC 

The  Second  EPG  Report  is  a  clear  reflec- 
tion of  a  divergence  in  approach  to  regional 

9 Kompas,  13  September  1994. 
^Jakarta  Post,  14  September  1994. 
"Jakarta  Post,  13  September  1994. 


economic  cooperation  schemes:  the  evolu- 
tionary approach  preferred  by  Asians  versus 
the  legalistic  and  institutional  approach  pre- 
ferred by  Americans.  Asia's  approach  is  to 
discuss  and  agree  on  principles  first,  to  let 
things  evolve,  work  out  and  grow  gradually, 
to  rely  on  the  market  process  to  set  the  pace 
for  economic  integration  and  with  the  lowest 
degree  of  government  intervention  or  direc- 
tion. The  role  of  government  is  only  to  in- 
tervene in  order  to  facilitate  the  market- 
driven  process  of  integration  through  lib- 
eralising trade  and  investment.  To  start  with 
legalistic  commitments  scares  many  Asians 
who  indeed  shy  away  from  hasty  institu- 
tionalisation  of  economic  cooperation  in 
multilateral  fashion.  This  is  apparently  the 
reason  why  many  Asians  emphatically  de- 
mand that  APEC  remains  a  forum  for  con- 
sultation rather  than  a  forum  for  negotia- 
tion.12 What  Asians  want  with  APEC  is 
more  "in  the  Asian  sense  of  a  big  family,  or 
friends  and  good  neighbours".  An  inte- 
grated configuration  of  economic  coopera- 
tion on  the  model  of  the  European  Union 
"does  not  fit  well  with  the  cultures  of  this 
region."13  Hence,  the  Asia  Pacific  Eco- 
nomic Community  which  was  proposed  by 
the  EPG  should  be  interpreted  as  an  ex- 
tended family  rather  than  community  in  the 
European  Community,  now  the  European 
Union. 

The  term  community  in  the  Asian  sense 
should  primarily  be  understood  as  a  com- 
munity of  nations,  rather  than  an  institu- 


12Soehadi  Mangkusuwondo,  An  Indonesian  View  of 
APEC,  Luncheon  speech  delivered  at  the  Center  for 
Asia-Pacific  Affairs,  The  Asia  Foundation  Conference 
on  "Taking  Stock  of  the  Asia-Pacific  Economic  Agen- 
da", San  Francisco,  18  April  1994. 

13Dr.  Lee  Tsao  Yuan  in  Straits  Time,  3  August  1994. 
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tionalised  complex  of  integrated  relation- 
ships among  nations.  In  developing  APEC 
they  want  to  progressively  develop  closer 
economic  cooperation  without  the  design  of 
maneuvers  to  integrate  their  economies. 
Hence  the  term  "Community  for  Asia  Pa- 
cific Economic  Cooperation"  is  more  ap- 
propriate to  their  taste.  This  term  connotes  a 
community  in  the  Asia  Pacific  region,  a 
community  to  step  up  economic  cooperation 
among  its  members  through  various  instru- 
ments and  programmes  without  implying 
that  those  instruments  and  programmes  are 
integral  parts  of  a  concept  or  framework  of 
integrative  economic  integration,  in  the 
sense  of  a  Gemeinschaft  rather  than  a 
Gesellschaft  in  the  interpretation  of  the  well- 
known  German  sociologist  Toennies.  How- 
ever, this  concept  does  not  preclude  the  fact 
that  growing  intensification  of  economic 
cooperation  may  decisively  heighten  the  in- 
terdependence of  their  economies  and  that 
they  agree  at  a  later  stage  that  the  time  has 
come  to  upgrade  their  economic  cooperation 
to  the  next,  more  integrative  level  without 
sacrificing  the  concept  of  open  regionalism. 

This  is  also  the  reason  why  APEC  should 
not  engage  in  a  regional  preferential  trading 
arrangement  scheme.  To  start  such  a  scheme 
would  involuntarily  lead  to  the  creation  of 
an  economic  bloc  even  though  it  is  intended 
for  a  limited  period  of  time.  Other  economic 
groupings,  such  as  the  European  Union, 
might  retaliate  by  hardening  their  protective 
stance  and  thus  lead  to  economic  confronta- 
tion. Indonesia  is  not  supportive  of  the  idea 
of  an  APEC-wide  preferential  trading  ar- 
rangement. It  cannot  afford  to  do  so  since  it 
is  chairing  both  the  Non- Aligned  Movement 
(NAM)  and  APEC.  In  NAM  Indonesia  is 
energetically  fostering  South-South  coopera- 
tion with  the  objective  of  accelerating  trade, 


investment  flows  and  technical  and  develop- 
ment cooperation  among  developing  coun- 
tries. Hence,  a  consistent  Indonesian  foreign 
policy  would  be  to  foster  greater  South- 
South  cooperation,  while  entering  into  an 
open  regional  trade  arrangement  with  the 
countries  of  the  Northern  hemisphere  which 
is  beneficial  for  the  South. 

The  important  question  at  this  juncture  is 
how  should  cooperation  among  the  various 
members  with  very  substantial  disparities  in 
degrees  of  economic  development  at  this 
point  in  time  be  forged?  The  stark  economic 
differences  involuntarily  breed  different 
views  and  approaches  to  implement  the 
priorities  of  APEC  cooperation. 

Indonesia's  President  Soeharto  has  cate- 
gorised APEC  members  into  four  succinct 
groupings: 

•  the  highly  advanced  industrialised  mem- 
bers (Japan  and  the  US); 

•  the  advanced  countries  with  firmly  estab- 
lished industrialisation  levels  (Canada, 
Australia  and  New  Zealand); 

•  the  newly  industrialising  economies 
(South  Korea,  Taiwan,  Hong  Kong,  Singa- 
pore); and 

•  the  developing  nations  of  the  region  (the 
other  ASEAN  countries,  China  and  Pa- 
pua New  Guinea,  and  other  Pacific  Island 
Nations). 

These  stark  economic  disparities  and,  as  a 
consequence,  the  equally  stark  discrepancies 
in  national  capabilities  to  benefit  equally 
from  the  high  regional  growth  performances 
and  progress  may  well  procreate  greater  de- 
pendency and  deepen  existing  friction  rather 
than  produce  the  desired  harmony  and  great- 
er mutual  gains  incessantly  endeavoured  in- 
dividually or  collectively.  Issues  and  points 
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of  discord  reflective  of  the  North-South 
polarisation  are  clearly  visible  in  the  Asia 
Pacific  region  as  well.  What  the  developing 
countries  of  the  region  yearn  for  persistently 
is  genuine  interdependence  and  equitable  co- 
operation in  the  region.  The  various  pro- 
grammes of  cooperation  should  hence  fully 
take  into  consideration  the  interests  of  the 
developing  countries  to  enable  them  to  re- 
duce and  in  the  end  close  the  gap  between 
them  and  the  advanced  countries. 

It  is  with  these  views  in  mind  that  during 
Indonesia's  chairmanship  a  number  of  con- 
crete cooperation  programmes  relevant  to 
their  utmost  interests  have  been  made,  such 
as  human  resource  development  in  all  its 
aspects  and  cooperation  in  the  development 
of  both  public  and  commercial  infrastruc- 
tures. While  it  is  true  that  trade  and  trade- 
related  investment  have  a  crucial  role  to 
play,  and  that  Asia  Pacific  trade  and  trade- 
related  investment  are  the  most  dynamic  part 
of  total  trade,  one  should,  however,  not  be 
oblivious  of  the  fact  that  rapid  growth  for 
developing  countries  like  Indonesia  cannot 
be  sustained,  unless  its  physical  and  human 
resources  are  energetically  being  developed. 
It  is  thus  not  surprising  that  Indonesia,  as 
the  host  of  the  sixth  APEC  ministerial 
meeting  and  the  second  leaders  meeting,  has 
emphasised  human  resource  development  on 
the  agenda  of  the  Jakarta  meeting  which  had 
been  agreed  upon  by  the  other  members. 
APEC  cooperation  should  thus  include  sig- 
nificant elements  such  as  education  and 
training,  technology  transfer  and  develop- 
ment, development  of  small  and  medium- 
scale  enterprises,  as  well  as  promotion  of  in- 
vestment in  physical  infrastructure,  such  as 
electricity  and  telecommunications.  These 
components  should  be  part  and  parcel  of  the 
whole  APEC  process.  A  balanced  agenda 


will  get  the  full  support  of  all  member  coun- 
tries. 

This  is  mainly  the  reason  why  Indonesia 
and  other  developing  nations  cannot  accept 
the  proposal  of  developed  members  of 
APEC  to  push  for  the  establishment  of  an 
institutionalised  free  trade  area  in  the  Asia 
Pacific.  The  developed  APEC  economies 
will  persist  in  the  coming  meetings  to  push 
for  the  institutionalisation  of  APEC  to  en- 
able it  to  formulate  modalities  for  a  free 
trade  scheme,  also  to  force  open  the  Euro- 
pean Single  Market  to  open  up  for  US  ex- 
ports. Other  ASEAN  countries  would  also 
oppose  this  proposal  of  institutionalisation 
as  it  is  against  their  Kuching  Consensus  1990 
which  is  to  preserve  their  collective  identity 
and  cohesion  in  facing  APEC.14 

It  is,  moreover,  the  private  sector  that 
should  be  actively  engaged  in  the  successful 
conduct  of  the  programmes.  Indonesia  is 
fully  aware  that  without  the  active  participa- 
tion of  the  private  sector  the  Asia  Pacific 
region  would  not  have  achieved  such  high 
growth  rates.  The  integration  of  the  private 
sector  in  APEC  activities  thus  obtains  speci- 
fic attention  in  the  development  of  the  pro- 
grammes which  is: 

•  the  direct  participation  of  the  private  sec- 
tor in  APEC  activities; 

•  their  cooperation  in  providing  substantial 
assistance  to  the  speedy  development  of 
small  and  medium-scale  enterprises;  and 

•  the  promotion  of  wide-spread  business 
networking  arrangements  in  the  region. 

For  Indonesia,  the  Asia  Pacific  is  an  ex- 
tremely important  region,  politically,  eco- 

14Hadi  Soesastro  to  Jakarta  Post,  24  September 
1994;  see  also  Wisber  Loeis  talking  to  Kompas,  15  Sep- 
tember 1994. 
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nomically  and  from  the  point  of  view  of  the 
country's  security.  Approximately  70  per 
cent  of  Indonesia's  exports  are  conducted  in 
the  region.  About  60  per  cent  of  the  flow  of 
investments  into  Indonesia  comes  from 
countries  in  the  region,  while  Asia  Pacific 
countries  supplied  almost  35  per  cent  of  all 
foreign  assistance  to  the  country.  Indone- 
sia's active  role  in  ASEAN,  and  in  its  com- 
prehensive institutions,  the  ASEAN  Post 
Ministerial  Meeting  and  the  recently  estab- 
lished ASEAN  Regional  Forum,  are  suffi- 
cient substantiation  of  its  primary  orien- 
tation towards  ASEAN  and  towards  the 
wider  Asia  Pacific  region. 

It  is  the  view  of  Indonesia  and  the  other 
ASEAN  member  countries  that: 

•  in  any  enhanced  Asia  Pacific  cooperation 
scheme,  ASEAN' s  identity  and  cohesion 
should  be  preserved  while  its  cooperation 
with  its  dialogue  partners  and  other  third 
countries  should  not  be  diluted; 

•  the  enhanced  APEC  should  be  founded  on 
the  principles  of  equality,  equity  and 
mutual  benefit,  taking  into  account  the 
different  stages  of  economic  development 
and  socio-political  systems  among  them; 

•  APEC  should  not  become  an  inward- 
looking  economic  or  trading  bloc,  but 
should  instead  serve  to  strengthen  the 
open,  multilateral  economic  and  trading 
systems  in  the  world; 

•  APEC  should  essentially  be  a  forum  for 
consultations  on  economic  issues  and 
should  not  resort  to  unilateral  or  bilateral 
measures; 

•  APEC  should  be  designed  to  aim  at  en- 
hancing the  individual  and  collective  capa- 
bilities of  participants  for  economic  ana- 
lysis and  to  facilitate  more  effective  con- 
sultations to  enable  participants  to  iden- 
tify and  promote  their  common  interests 


and  project  them  more  vigorously  in  the 
larger  multilateral  forums;  and 
•  APEC  should  proceed  gradually  and  prag- 
matically, particularly  in  its  institutionali- 
sation,  to  avoid  complications  and  prob- 
lems of  future  expansion. 

These  principles  of  ASEAN  participation  in 
the  APEC  were  first  formulated  and  agreed 
upon  in  Kuching,  Malaysia  in  1990  (Kuching 
Consensus). 

While  Indonesia  acknowledged  that  the 
regional  system  and  open  global  trade 
system  as  embodied  in  GATT  is  essential  for 
its  fast  and  spectacular  growth,  it  is,  how- 
ever, national  policies  that  determine  the 
success  or  failure  of  economic  development 
in  the  country.  Such  is  also  the  case  in  other 
developing  countries.  Hence,  if  the  goal  of 
APEC  cooperation  is  to  sustain  rapid  eco- 
nomic growth  in  the  region,  then  national 
policies  on  trade  and  investment  liberalisa- 
tion should  be  tenaciously  continued.  These 
unilateral  liberalisation  measures  were 
characteristic  of  all  developing  countries  in 
the  region  and  they  have  indeed  proven  to  be 
vital  for  the  rapid  growth  and  formidable 
performances  of  those  economies. 

The  crucial  question  for  Indonesia  is  how 
could  APEC  facilitate  the  unilateral  liberali- 
sation measures  which  are  non-discrimina- 
tory, which  are  applied  on  a  MFN  basis  and 
thus  consistent  with  GATT.  Unilateral  lib- 
eralisation does  not  require  lengthy  and  fre- 
quently pugnacious  bilateral  relations  which 
usually  attend  regional  or  global  trade  lib- 
eralisation schemes.  It  is  thus  important  for 
Indonesia  that  the  encouragement  of  unila- 
teral liberalisation  should  be  an  essential 
part  of  the  APEC  process. 

Closely  related  to  this  argument  is  the 
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widespread  realisation  that  Indonesia,  and 
the  other  developing  economies  in  the  re- 
gion, should  be  allowed  to  catch  up  with  the 
industrialised  and  highly  advanced  econo- 
mies before  fully  participating  in  negotiated 
trade  and  investment  liberalisation  schemes 
in  the  Asia  Pacific. 

Confidence  in  APEC  is,  however,  amply 
expressed  in  this  respect.  Indonesia's  Co- 
ordinating Minister  for  Industry  and  Trade, 
Hartarto,  who  is  known  to  be  strongly  in 
favour  of  expanding  APEC  relations  ex- 
pressed the  view  that  APEC  will  be  able  to 
demonstrate  to  the  rest  of  the  world  how 
best  to  solve  the  problems  of  imbalance  and 
inequality  in  international  economic  rela- 
tions. APEC  is  visualised  as  a  laboratory  or 
a  model  for  inter-state  economic  relations;  it 
comprises  countries  at  different  stages  of 
economic  development.  Despite  these  gaps 
in  development,  he  argued,  close  coopera- 
tion among  APEC  members  could  be  main- 
tained.15 

The  Agenda  of  APEC  1994 

As  the  current  Chairman  of  APEC,  In- 
donesia planned  to  hold  four  Senior  Offi- 
cials Meetings  (SOM)  and  one  Ministerial 
Meeting.  Indonesia  will  also  host  an  APEC 
Leaders  Meeting  as  was  agreed  in  Blake 
Island. 

The  Ministerial  Meeting  and  the  ALEM 
will  take  place  in  November  1994,  on  No- 
vember 11-12  and  November  15  respectively. 
SOM  IV  is  planned  to  take  place  on  Novem- 
ber 6-10. 

SOM  I  was  held  on  3 1  January  -  4  Febru- 
ary in  Jakarta;  SOM  II  in  Bali  on  16-20  May 

15 Jakarta  Post,  7  September  1994. 


and  SOM  III  in  Yogyakarta  on  10-14  Sep- 
tember, 1994,  while  SOM  IV  will  take  place 
back-to-back  to  the  Ministerial  Meeting  in 
November  1994. 

Apart  from  this  schedule,  other  APEC 
meetings  were  held: 

•  the  Working  Group  on  Trade  Promotion 
in  Bali,  2-4  March  1994; 

•  the  Working  Group  on  Tourism  in  Yogya- 
karta; 

•  the  Working  Group  on  Transportation  in 
Bali  (21-24  September); 

•  the  first  Experts  Meeting  on  Small  and 
Medium  Enterprises  held  in  Jakarta  (April 
24-27)  and  the  second  one  in  Yogyakarta 
on  6-8  September  1994; 

•  the  first  Experts  Meeting  on  Investments 
in  Yogyakarta  (6-7  September); 

•  a  Customs  Symposium  to  be  held  simulta- 
neously with  the  fourth  APEC  Ministerial 
Meeting. 

Other  Ministers  Meetings  were  and  will 
take  place  in  1994.  Some  of  the  meetings 
were  proposed  at  Blake  Island,  while  others 
were  agreed  upon  by  the  fifth  Ministerial 
Meeting. 

The  US  has  acted  as  host  to  the  Finance 
Ministers  Meeting  in  Honolulu  (18-19  March 
1994).  Canada  hosted  the  Environment  Min- 
isters Meeting  in  Vancouver  (25-26  March). 
Indonesia  hosted  the  Trade  Ministers  Meet- 
ing in  Jakarta  (6  October).  The  meeting  of 
ministers  dealing  with  small  and  medium- 
scale  enterprises  will  take  place  on  October 
24  in  Osaka,  Japan. 

Not  all  meetings  will  be  dealt  with  here. 
Only  some  significant  points  of  discussions 
will  be  highlighted  in  line  with  Indonesia's 
proposed  area  of  priorities. 
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First,  is  the  principle  of  non- binding  in- 
vestment. It  was  the  point  of  deliberations  in 
SOM  II  in  Bali.  This  principle  consists  of  12 
features:  transparency;  non-discrimination 
among  economic  actors  in  APEC;  national 
treatment;  incentives  for  investments;  mini- 
mise the  use  of  performance  requirements  as 
a  means  of  achieving  policy  objectives;  ex- 
propriation and  compensation;  repatriation 
and  convertibility;  disputes  settlement;  entry 
and  sojourn  of  personnel;  avoidance  of  dou- 
ble taxation,  investor  behaviour;  and  re- 
moval of  barriers  to  capital  exports.  Japan's 
proposal  to  include  copy  rights  was  not 
favourably  received  by  Indonesia  and  other 
countries  since  this  proposal  has  already 
been  dealt  with  in  the  Uruguay  Round.  The 
major  areas  of  contention  here  remain 
transparency,   non-discrimination  among 
economic  actors  and  national  treatment. 
These  12  points  of  the  principle  of  non- 
binding  investment  have  formally  been  for- 
mulated into  a  draft  entitled  APEC  Non- 
Binding  Investment  Principles.  The  point  of 
contention  on  copy  rights  was  included  in 
the  draft's  preamble. 

Second,  is  the  linkage  between  the  small 
and  medium  enterprises  with  the  business 
networks  of  the  big  companies  to  enable 
SMEs  to  participate  in  global  business  deal- 
ings. The  implementation  of  this  lofty  pro- 
posal should  be  based  on  the  need  to  study 
of  an  electronic  database  and  a  strategic 
alliance  to  support  the  blueprint  for  develop- 
ment of  the  SMEs. 

The  Experts  Meetings  on  Small  and  Me- 
dium Enterprises  has  focused  on  seven  spe- 
cific issues: 

•  training  in  providing  maximum  service  to 
SMEs; 

•  programme  of  facilitation  by  CTI; 
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•  public  and  commercial  infrastructure; 

•  human  resource  development; 

•  private  sector  networking; 

•  finance. 

These  issues  are  a  further  development  of 
the  agreements  of  the  exports  at  SOM  II  in 
Bali.  The  experts  are  fully  aware  of  the  dif- 
ficulties in  developing  SMEs  as  a  conse- 
quence of  five  major  constraints: 

•  their  limited  market  access; 

•  their  lack  of  funds; 

•  their  lack  of  managerial  capability; 

•  their  lack  of  technical  capability;  and 

•  their  lack  of  compatible  information. 

It  is  on  the  basis  of  these  constraints  that 
the  experts  recommended  to  conduct  studies 
on  the  possibility  of  instituting  a  strategic 
alliance  between  SMEs  and  big  business  with 
developed  global  linkages.  This  cooperation 
should  be  designed  to  develop  the  industry 
and  trade  sectors  of  the  SMEs. 

The  three  specific  recommendations  that 
came  out  of  the  deliberations  were: 

•  classification  of  SMEs.  Classification 
could  be  conducted  on  the  basis  of  the 
number  of  employees  and  SME  had  or  of 
sales  turnover  in  a  year; 

•  developing  an  international  focus  in  SMEs 
activities  to  enable  them  to  participate  in 
international  business; 

•  to  study  the  architecture  of  future  indus- 
tries to  enable  SMEs  to  develop  in  that  di- 
rection. 

Third,  is  the  endorsement  of  the  Asia- 
Pacific  Business  Network  (APB-Net),  a  new 
body  facilitating  business  activities  among 
APEC  members  by  SOM  III.  It  was  con- 
ceived during  SOM  II  in  Bali,  and  was 
launched  in  Jakarta  (23-25  August  1994).  Its 
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main  objective  is  to  develop  and  maintain 
business  to  business  networking  in  the  Asia 
Pacific  region  as  a  means  of  channeling  the 
vitality  of  the  business  sector.  APB-Net 
could  be  perceived  as  the  implementation  of 
private  business  sector  participation  within 
APEC  as  envisaged  by  the  APEC  Leaders 
Meeting  in  Blake  Island. 

Meanwhile,  SOM  III  has  decided  that  all 
the  initiatives  will  be  assessed  under  the  eight 
themes  in  the  ALEM  Vision  Statement.  This 
was  done  to  evaluate  in  how  far  instructions 
of  the  leaders  contained  in  that  Statement 
have  been  implemented.  SOM  III  also 
adopted  two  new  sub-committees  under  the 
Committee  on  Trade  and  Investment  (CTI): 
one  on  standards  and  conformance  and  an- 
other on  customs  and  procedures.  These 
sub-committees  will  have  a  trial  period  of 
three  years  after  which  its  work  will  be 
evaluated.  It  also  agreed  on  the  transfor- 
mation of  the  Ad  hoc  Working  Group  on 
Economic  Trends  and  Issues  into  a  commit- 
tee. 

Fourth,  APEC  Ministers  affirmed  at 
their  fifth  meeting  in  Seattle  that  human  ca- 
pital is  the  greatest  single  asset  in  achieving 
economic  growth  and  development.  Human 
Resource  Development  in  APEC  is  con- 
cerned, with  the  investment  and  enhancement 
of  human  capital  in  terms  of  knowledge  and 
skills,  in  particular  entrepreneurs  and 
managers,  teachers  and  trainers.  SOM  III 
supported  Indonesia's  draft  of  a  Ministerial 
Declaration  on  a  Human  Resources  Devel- 
opment Framework  which  would  be  further 
revised  by  the  fourth  SOM. 

Indonesia  also  introduced  a  detailed  dis- 
cussion paper  on  APEC  cooperation  in  in- 
frastructure. SOM  III  took  note  of  the  im- 


portance of  the  infrastructure  issue  for 
APEC  and  its  bearing  on  future  economic 
growth  and  development.  Discussion  on 
commercial  and  public  infrastructure  should 
continue  at  SOM  IV,  while  member  coun- 
tries were  invited  to  comment  on  Indonesia's 
paper  to  facilitate  discussion  at  the  next 
SOM. 

SOM  III  also  discussed  requests  from 
Peru,  Cambodia,  Vietnam,  Mongolia  and 
Russia  to  participate  in  some  APEC  Work- 
ing Groups. 

However,  the  identification  of  issues  and 
endorsements  which  were  made  at  SOM  III 
and  formulated  into  a  draft  agenda  were  not 
adopted  in  its  final  statement.  Wisber  Loeis, 
Director- General  for  Foreign  Economic  Re- 
lations of  the  Indonesian  Foreign  Ministry, 
said  that  it  was  his  own  idea  that  SOM  III 
should  not  adopt  the  agenda.  There  are 
several  reasons  for  his  decision.  First,  In- 
donesia as  chair  of  the  17-member  forum 
reserved  the  right  to  set  the  agenda  on  its 
own.  Second,  Loeis  did  not  want  to  bypass 
his  foreign  minister's  prerogative  to  set  the 
agenda  and  who  might  have  ideas  of  his 
own.  Thus  the  agenda  of  APEC  VI  will  still 
be  decided  upon.  "My  preference  is  that  I 
will  report  to  the  Indonesian  minister  who  is 
going  to  chair  the  APEC  meeting",16  in- 
dicating that  the  agenda  of  APEC's  Minis- 
terial Meeting  will  be  drawn  up  by  Indonesia 
taking  into  account  the  issue  and  endorse- 
ments of  proposals  made  at  SOM  III. 

Conclusion 

APEC's  basic  principles  of  cooperation 
which  were  agreed  at  its  first  meeting  in  Can- 

" 'Jakarta  Post,  15  September  1994. 
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berra  consisted  of  the  task  of  sustaining 
growth  and  development  in  the  region  to  im- 
prove living  standards  and  the  growth  of  the 
world  economy;  of  strengthening  an  open 
multilateral  trading  system;  and  of  concen- 
trating on  economic  (rather  than  on  political 
and  security)  issues  to  advance  common  in- 
terests and  promote  constructive  interde- 
pendence by  smoothening  the  flow  of  goods, 
services,  capital  and  technology. 

APECs  scope  of  activity,  mode  of 
operation  and  principles  for  participation 
were  adopted  at  its  third  ministerial  meeting 
in  Seoul,  November  1991.  The  scope  of  ac- 
tivity comprises  exchange  of  information 
and  consultation  on  policies  to  sustain 
growth,  to  promote  of  adjustment  and  lessen 
economic  disparities;  development  of  strate- 
gies to  reduce  impediments  to  trade  in  goods 
and  services  and  investment;  and  promotion 
of  regional  trade,  investment,  human  re- 
source development  and  technology  trans- 
fer, as  well  as  cooperation  in  specific  sectors. 
The  mode  of  operation  is  open  dialogue  and 
consensus  building  through  consultation  and 
exchange  of  views  on  the  basis  of  policies 
and  policy  analysis  by  member  countries  and 
organisations. 

Indonesia,  as  a  developing  member  of 
ASEAN,  cannot  accept  the  advanced  APEC 
economies  persisting  in  institutionalising  the 
forum  and  formulate  modalities  for  a  free 
trade  scheme,  particularly  if  it  is  designed  to 
force  open  other  markets  for  their  own  com- 
mercial benefit.  Its  view  on  APEC's  essential 
task  is  to  create  an  environment  conducive 
for  its  members,  particularly  the  developing 
members,  to  speed  up  their  trade  and  invest- 
ment liberalisation  rather  than  institutional- 
ising a  free  trade  area.  Other  ASEAN  coun- 
tries will  also  oppose  the  proposal  of  tar- 


geted institutionalisation  as  it  is  against  the 
Kuching  Consensus. 

The  divergencies  in  approaches  to  eco- 
nomic cooperation  schemes  among  APEC 
members  are  primarily  to  be  sought  in  cul- 
tural factors:  the  divergence  between  the 
evolutionary  approach  preferred  by  the  ma- 
jority of  Asians  and  the  legalistic  and  insti- 
tutional approach  preferred  by  the  majority 
of  Americans.  Indonesia's  view  of  APEC 
cooperation  is  closer  to  the  dream  of  the 
Pacific  Economic  Cooperation  Conference 
(PECC)  in  which  the  country  has  for  a  long 
time  been  actively  engaged.  It  is  a  dream  of  a 
region  of  countries  freely  trading  among 
themselves,  carefully  avoiding  discrimina- 
tion, both  among  themselves,  and  against 
outsiders.  It  is  a  dream  of  a  region  of  deep- 
ening economic  integration,  in  which  mar- 
kets, and  business  enterprises  are  the  main 
agents  of  change.  Governments  support 
their  economic  exchanges  through  the  pro- 
vision of  social,  political  and  physical  in- 
frastructure of  various  kinds,  but  strictly 
along  the  contours  shaped  by  the  dynamic 
markets  of  the  region.  It  is  of  a  region  of 
growing,  successful,  self-confident  econo- 
mies, fully  aware  that  they  themselves  are 
principal  beneficiaries  of  their  own  liberal- 
isation, and  that  if  others  grow  better 
through  opportunities  deriving  from  their 
own  liberalisation  then  this  does  no  harm.  It 
is  a  dream  of  a  region  that  sees  the  benefits 
of  trade  liberalisation  and  shares  the  ambi- 
tion of  creating  a  region  in  which  all  trade  is 
free,  yet  recognising  that  there  are  practical 
constraints  in  specific  countries  that  will 
make  progress  uneven.17 


'  Ross  Garnaut,  "APEC  after  Seattle  and  the 
Uruguay  Round".  Paper  presented  at  the  10th  Interna- 
tional General  Meeting  of  the  Pacific  Economic  Co- 
operation Council,  Kuala  Lumpur,  22-24  March,  1994. 
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The  expectation  that  APEC's  first  and 
foremost  task  is  to  create  such  a  conducive 
environment  is  the  dream  of  APEC's  mem- 
bers, particularly  APEC's  developing  mem- 
ber countries.  It  is  the  governments'  primary 


role  to  bring  into  existence  such  an  environ- 
ment in  order  that  Asia  Pacific  economies 
can  bloom  unimpededly,  without  the  setting 
of  targets  when  such  a  dream  of  a  region  of 
free  trading  countries  should  become  reality. 


The  Changing  Attitude 
of  Australia  and  Indonesia 
Towards  APEC 


Teuku  Rezasyah 


Introduction 


THIS  essay  is  designed  to  analyse  the 
nature,  extent  and  purpose  of  the 
Asia  Pacific  Economic  Cooperation 
(APEC),  and  its  continuous  development; 
involving  Australia  and  Indonesia.  Austra- 
lian Prime  Minister  Bob  Hawke  proposed 
the  idea  of  APEC  in  January  1989,  and  it 
was  designed  to:  encourage  more  effective 
regional  economic  cooperation;  act  as  a  fo- . 
rum  for  regional  dialogue  on  matters  of 
common  economic  interests;  support  the 
Uruguay  Round  negotiations;  and  finally 
chart  regional  trade  liberalisation  on  a  non 
discriminatory  basis.1  Even  though  it  was  of- 
ficially denied,  APEC  represented  a  response 
to  the  European  and  North  American 
trading  bloc's  strategies  to  reverse  the  global 

'For  more  details  on  this  subject,  see  Gareth  Evans 
and  Bruce  Grant,  Australia's  Foreign  Relations  in  the 
World  of  the  1990s  (Melbourne:  Melbourne  University 
Press,  1992),  121;  Consult  also  Australian  Foreign  Af- 
fairs Review  (April  1991):  128-9. 


economic  commitment  back  towards  multi- 
lateralism. 

The  evolution  of  APEC  can  be  traced 
back  to  the  change  from  "geopolitics"  to 
"geoeconomics"  during  the  second  half  of 
1980s,  where  the  competition  for  influence 
through  capital  flows  began  to  undermine 
militarisation.2  Countries  in  the  region  wel- 
comed the  waning  of  ideological  disputes  be- 
tween Communism  and  Capitalism,  and  ex- 
perienced a  normalisation  in  the  Soviet/ 
PRC  relationship.3 

Since  its  early  days,  APEC  has  faced 
many  obstacles.  However,  the  biggest  worry 
for  member  states  has  been  the  ever  present 
possibility  that  the  organisation  might  be  ex- 
ploited by  the  great  powers.  Nevertheless, 

2For  details  of  this  global  restructurisation,  see  Chin 
Kin  Wah,  "Changing  Global  Trends  and  Their  Effects 
on  the  Asia-Pacific  Region",  Contemporary  Southeast 
Asia  13,  no.  1  (June  1991):  1-16. 

3Nancy  Viviani,  "Foreign  Economic  Policy",  in  C. 
Jennett  and  R.G.  Stewart  (eds.),  Hawke  and  Australian 
Foreign  Policy  (South  Melbourne:  Macmillan,  1990), 
393. 
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within  five  years,  APEC  has  shown  signifi- 
cant progress,  and  this  has  resulted  in  an  in- 
creased membership.  Today  APEC  has  17 
members  from  the  four  geographical  regions 
of  the  Pacific  rim.  They  are  three  North 
American  countries  (the  United  States,\Ca- 
nada  and  Mexico),  five  Northeastern  Asian 
countries  (Japan,  China,  South  Korea,  Hong 
Kong  and  Taiwan),  six  members  of  ASEAN 
(Brunei,  Indonesia,  Malaysia,  the  Philip- 
pines, Singapore  and  Thailand);  and  coun- 
tries from  South  Pacific,  i.e.  Australia,  New 
Zealand  and  Papua  New  Guinea.4  Taken 
together,  APEC  participants  today  account 
for  more  than  50  per  cent  of  world  produc- 
tion, and  over  40  per  cent  of  global  trade. 
Their  internal  trade  covers  more  that  65  per 
cent  of  their  global  trade,  which  consequent- 
ly leaves  the  rest  of  the  world  with  the  re- 
maining 35  per  cent.5  The  increasing  role 
played  by  APEC  since  the  Cold  War  shows 
that  the  politico-security  aspect  tends  to  in- 
terrelate and  interact  more  with  the  politico- 
economic  one. 

Australia  has  shown  a  very  active  role 
throughout  the  whole  process  of  APEC, 
starting  from  its  own  original  idea,  and  its 
ability  to  convince  other  countries,  among 
others  Indonesia,  of  the  sanctity  of  this  new 
regionalism.  APEC  represented  Australian 
high  profile  diplomacy  and  ability  to  or- 
ganise coalition  building  following  its  suc- 
cessful diplomacy  in  GATT,  the  Cairns 
Group,  and  finally,  the  Cambodian  peace 
plan.6  The  purpose  of  this  essay  is  to  ex- 
amine the  history  of  Australian  involvement 

*  Jakarta  Post,  26  August  1994,  1. 

Andrew  Elek,  "Asia  Pacific  Economic  Co-opera- 
tion (APEQ",  in  Southeast  Asian  Affairs  1991  (Singa- 
pore: Institute  of  Southeast  Asian  Studies,  1991):  161. 

6Evans  and  Grant,  Australia's  Foreign  Relations, 
121. 


in  APEC.  Secondly,  to  trace  Indonesian  re- 
servation and  commitment  to  APEC  and 
ASEAN.  Thirdly,  we  well  examine  the  pos- 
sible role  played  by  Australia  and  Indonesia 
in  the  future  development  of  APEC. 


APEC  as  an  Australian  Initiative  and 
Japan-USA  Concessions 

Basically,  Australian  regional  concern 
has  been  determined  by  its  status  as  a  pre- 
dominantly western  country  in  a  region  with 
nations  of  distinct  culture,  history  and 
shared  experiences.  At  the  same  time,  it  has 
begun  to  realise  that  the  military  threat  has 
been  replaced  by  a  competitive  international 
division  of  labour,  which  may  threaten  its 
economy  if  it  is  not  prepared  to  compete  in- 

o 

ternationally.  The  environment  where  Aus- 
tralia coexists  boasts  one  of  the  fastest  grow- 
ing economies  in  the  world.  Major  countries 
in  this  region  recorded  an  average  of  seven 
per  cent  in  GDP  growth  and  14.5  per  cent  in 
export  growth  in  1988.  In  fact  they  have  suc- 
cessfully adjusted  their  economic  policies 
with  the  competing  international  trade,  and 
made  maximum  use  of  the  continuous  link- 
age between  the  two.9 

7Stuart  Harris,  "Economic  Cooperation  and  Institu- 
tion Building",  in  R.  Higgott,  R.  Leaver  and  J.  Raven- 
hill  (eds.),  Pacific  Economic  Relations  in  the  1990s:  Co- 
operation or  Conflict?  (Colorado:  Lynne  Rienne  Pub- 
lishers, 1993),  25. 

8Richard  Higgott,  "Closing  a  Branch  Office  of  Em- 
pire Australian  Foreign  Policy  and  the  UK  at  Century's 
End",  International  Affairs  70,  no.  1  (January  1994): 
47;  consult  also  Viviani,  Foreign  Economic  Policy,  400. 

9Evans  and  Grant,  Australia's  Foreign  Relations, 
121.  For  a  details  figure  of  the  region  countries  eco- 
nomic performance,  consult  Suhadi  Mangkusuwondo, 
"Pacific  Economic  Cooperation  and  Indonesia" ,  Indo- 
nesian Quarterly  XIX,  no.  1  (First  Quarter  1991):  82-3. 
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The  region's  economic  growth  has  in  fact 
run  in  tandem  with  Australian  export,  which 
jumped  significantly  from  26  per  cent  in 
1965  to  47  per  cent  in  1988.  Since  then,  Aus- 
tralian total  export  and  import  in  this  region 
have  been  maintained  at  60  per  cent.10  With 
the  ASEAN  countries  in  particular,  during 
1986  to  1991  Australia  doubled  its  shipment 
of  export  merchandise,  and  in  1991  its  ex- 
port to  ASEAN  began  to  surpass  its  export 
to  either  the  USA  or  the  European  Economic 
Community. 1 1 

The  continuity  of  the  region's  economic 
growth  depends  on  the  trade  liberalisation 
under  GATT  and  Uruguay  Round  mechan- 
ism. Ross  Garnaut  explains  that  the  success 
of  the  Uruguay  Round  may  provide  more 
secure  international  economic  growth  and 
reduced  barriers  to  Australian  export.  It  can 
also  further  Australian  global  competition 
with  the  United  States  in  the  East  Asian 
markets.12  However,  it  was  difficult  to  ac- 
commodate more  than  100  states  with  dis- 
tinct interests  into  an  economic  consensus. 
Australia  was  critical  of  the  continuing  ero- 
sion of  the  GATT  trading  system  and  major 
changes  in  the  world  monetary  system  which 
had  had  a  serious  economic  impact  interna- 
tionally. Australia  had  already  experienced 
fluctuations  in  its  commodity  prices  in  the 
international  market,  which  in  turn  reversed 
back  negatively  on  its  domestic  economy.  If 


10Richard  Higgott,  "Australia  in  a  Changing 
World",  in  F.A.  Mediansky  (ed.),  Australia  in  a  Chang- 
ing World  (Botany:  Maxwell  Macmillan  Publishing- 
Australia,  1992),  133. 

"Stewart  Firth,  "Problems  in  Australian  Foreign 
Policy",  Australian  Journal  of  Politics  and  History  39, 
no.  1  (1993):  2. 

12Ross  Garnaut,  "Australia's  Asia-Pacific  Jour- 
ney", Australian  Quarterly  64,  no.  4  (Summer  1992): 
374-5. 
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the  above  pattern  continues,  it  may  reduce 
Australian  economic  parity  vis-a-vis  greater 
economies  such  as  the  United  States,  Japan 
and  EEC.13  At  the  same  time,  the  growth  of 
regional  economic  groupings  in  North 
America  and  Europe  may  severely  hamper 
Australian  interests. 

Since  then  Australia  has  begun  to  "mull 
over"  the  idea  of  a  regional  institution  with 
the  power  to  prevent  the  creation  of  eco- 
nomic blocs;  and  stave  off  the  collapse  of  the 
above-mentioned  trade  mechanism.  Austra- 
lia found  itself  unable  to  single-handedly 
bear  such  a  regional  framework,  in  the  ab- 
sence of  support  from  its  allies,  regional  as- 
sociates and  close  trading  partners.  Australia 
consulted  ASEAN  on  matters,  which  the  lat- 
ter did  approve,  as  long  as  it  evolved  grad- 
ually and  permitted  the  maintenance  of 
ASEAN' s  identity.14  The  United  States  and 
Japan  were  then  consulted,  and  they  did  not 
have  any  reservations  about  Australia's 
ideas.    Despite  continuous  confirmation 
from  the  Australians  that  they  are  not  the 
"Trojan  Horse"  of  the  USA  and  Japan,  I 
find  that  the  latter's  approval  has  helped 
Australia  to  socialise  the  idea  of  APEC  and 
gain  acceptance  from  the  countries  in  the  re- 
gion. Here  we  will  examine  how  Australian 
ideas  came  into  unison  with  the  interests  of 
the  United  States  and  Japan. 

Initially  the  United  States  membership 
was  not  in  Australia's  original  plan.  How- 
ever, ASEAN  might  draw  back  their  parti- 


For  a  better  perspective  on  the  impact  of  the  global 
trading  system  on  Australian  economy,  see  Viviani, 
Foreign  Economic  Policy,  392;  Evans  and  Grant,  Aus- 
tralia's Foreign  Relations,  120. 

14Andrew  Elek,  "APEC-Motives,  Objectives  and 
Prospects",  Australian  Journal  of  Politics  and  History 
60,  no.  2  (November  1992):  163. 
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cipation  once  the  United  States  was  excluded 
from  APEC  membership,  since  it  unwilling- 
ly views  Japanese  leadership  as  being  with- 
out sufficient  counter  balance.15  For  the 
United  States  in  particular,  the  waning  of  its 
global  economy  did  not  prevent  it  from 
maintaining  a  leadership  role;  it  has  historic- 
ally perceived  the  Asia  Pacific  region  as  part 
of  its  global  interests,  and  remains  deter- 
mined to  maintain  policies  which  suit  the 
changing  political,  military  and  economic 
dimension  in  this  region.16  Like  Australia, 
since  the  early  1980s  the  US  total  trade  with 
the  region  has  begun  to  surpass  its  trade  with 
the  Atlantic.  In  the  US  eyes,  apart  from  be- 
ing the  most  economically  dynamic  region,  it 
was  also  relatively  stable  compared  with  the 

17 

Middle  East,  Africa  or  Latin  America. 

The  Australian  idea  coincided  with  the 
American  mode  of  partnership  in  the  region, 
since  its  economy  could  no  longer  sufficient- 
ly support  its  diplomatic  coalitions  and  al- 
liance commitments  as  it  had  successfully 
done  so  in  the  past.  In  the  current  multi- 
polar environment,  where  the  international 
economy  tends  to  become  more  symmetrical- 
ly interdependent,  the  US  economy  not  only 
affects  other  countries,  but  the  latter' s  devel- 
opment tends  to  influence  the  US  economy 

18 

as  well.     Unlike  Australia's  purely  eco- 


l5Simon  Hay,  "Australia  and  APEC:  The  First  Five 
Years",  Current  Affairs  Bulletin  (April  1994):  12. 

16Lloyd  R.  Vasey  (ed.),  Pacific  Asia  and  US  Poli- 
cies: A  Political-Economic  Strategic  Assessment  (Ha- 
waii: Pacific  Forum,  1978),  xxxvi. 

I7Jusuf  Wanandi,  "The  Strategic  Outlook  for  the 
Asia-Pacific  Region  Towards  the  21st  Century:  A  Re- 
gional Perspective",  Indonesian  Quarterly  XVI,  no.  2 
(April  1988):  247. 

18Glen  St.  Barclay,  "The  Problems  in  Australian 
Foreign  Policy,  July-December  1992" ,  Australian  Jour- 
nal of  Politics  and  History  39,  no.  2  (1993):  142. 


nomic  motives,  the  United  States  began  to 
perceive  a  challenge  to  its  leadership  in  eco- 
nomic and  technological  terms,  which  was 
emanating  from  Japan  and  the  European 
Economic  Community.19  The  United  States 
welcomed  the  Australian  idea  but  at  the 
same  time  it  turned  to  regionalism  in  its  own 

20  •  • 

region  as  it  has  done  in  NAFTA.  Implicit- 
ly, the  United  States  expected  to  play  a  role 
in  the  two  regional  economic  institutions  and 
to  maintain  their  links  under  its  supervision. 

Australia's  approach  to  Japan  on  the 
idea  of  APEC  was  understandable.  The 
country  has  been  the  greatest  creditor  in  the 
world  economy,  one  of  Australia's  greatest 
export  destinations,  and  has  encouraged  a 
politically  and  economically  stable  region  as 
a  prerequisite  for  marketing  its  goods  and 
capital. 

Eventhough  Japan  maintains  a  close 
political  relationship  with  developed  eco- 
nomic countries,  there  is  no  guarantee  that 
such  a  relationship  is  immune  from  trade 
disputes  and  market  restrictions.  At  the 
same  time,  its  dependence  on  the  flow  of 
natural  resources  from  the  Asia-Pacific  re- 
gion, and  local  leadership  shift  and  unrest 
have  hampered  its  economic  growth.  At  the 
global  level,  Japan's  critical  problem  is  its 
trade  imbalance  with  the  US,  which  needs  to 
be  resolved  by  either  yen  appreciation  or 
trade  bargaining.  The  former  only  affects 
the  growth  of  the  Japanese  economy,  but  the 

19For  a  clear  observation  on  the  strategic  rivalry  of 
the  United  Staters  and  Japan  after  the  collapse  of  the 
Soviet  Union,  consult  Peter  Polomka,  "Economic 
Growth  and  Strategic  Issues",  in  J.L.  Richardson  (ed.), 
Northeast  Asian  Challenge  Debating  the  Garnaut  Re- 
port (Canberra:  Research  School  of  Pacific  Studies, 
1991),  100-1. 

20Eiichi  Furukawa,  "Changes  in  Southeast  Asian  Views 
of  Japan",  Japan  Echo  XX,  no.  3  (Autumn  1993):  50. 
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latter  tends  to  force  Japan  to  search  out  new 
markets.  Australia's  proposal  was  accept- 
able to  Japan,  as  it  preferred  an  economic- 
ally stable  region  as  a  base  against  possible 
economic  dispute  with  developed  coun- 
tries.21 

Prior  to  Australia's  establishment  of 
APEC,  Japan  was  very  active  in  promoting  a 
regional  body  similar  to  the  European 
OECD,  which  operated  hand  in  hand  with 

22 

PECC.  Unluckily,  direct  Japanese  involve- 
ment in  the  initiation  of  such  a  regional 
forum  was  criticised  by  its  former  colonies. 
From  the  Indonesian  perspective,  Hasnan 
Habib  among  others  perceived  Japan  as  con- 
tinuously exploiting  the  region's  natural  re- 
sources and  cultivating  foreign  aid  only  to 
benefit  itself,  not  the  developing  countries. 
Japan  was  also  labelled  as  arrogant  as  its 
economic  methods  were  rather  high-handed, 
and  did  not  take  into  consideration  the  feel- 
ings of  the  local  cultures.  Even  though  the 
above  image  appeared  in  the  mid-1970s, 
such  a  notion  has  not  effectively  vanished 
even  today,  in  the  1990s.23 

The  idea  of  APEC  easily  gained  accep- 
tance since  it  was  introduced  by  Australia,  a 
relatively  middle  power;  not  by  either  the 
United  States  or  Japan.  Australia  is  not  a 
member  of  the  OECD  bloc,  the  European 
Community,  NAFTA  or  ASEAN,  but  she  is 

2lLau  Teik  Soon  and  Leo  Suryadinata  (eds.),  Moving 
into  the  Pacific  Century:  The  Changing  Regional  Order 
in  the  Asia- Pacific  (Singapore:  Heinemann  Asia,  1989), 
4-5. 

22Suedo  Sudo,  "Japan's  Role  in  the  Context  of  the 
Emerging  Asia  Pacific  World",  Southeast  Asian  Af- 
fairs 1989  (Singapore:  Institute  of  Southeast  Asian 
Studies,  1989),  61. 

23A.  Hasnan  Habib,  "Japan's  Role  in  the  Asia  Pa- 
cific Region:  An  ASEAN  Perspective",  Indonesian 
Quarterly  XVIII,  no.  1  (First  Quarter  1990):  51. 


concerned  with  the  integration  of  the  South- 
east Asian  and  Northeastern  economies.24 
At  that  stage  Hawke  officially  meant  APEC 
to  be  an  extension  of  the  Pacific  Economic 
Co-operative  Conference  (PECC)  to  govern- 
mental level,  acting  as  a  consultative  process 
for  regional  members  dealing  in  trade  and 
monetary  problems.25  Concerted  govern- 
mental intervention  in  the  regional  economy 
is  primarily  important,  as  unlike  the  Euro- 
pean Community  and  the  North  American 
economies,  governments  in  the  Asia  Pacific 
region  play  a  dominant  role  in  shaping  and 
managing  their  state  of  economy.26 

Indonesian  Reservation 

The  Indonesian  response  to  APEC  was 
modest  but  lacked  obvious  enthusiasm.  This 
reservation  was  embedded  in  two  main 
ideas,  i.e.  the  developing  condition  of  its  na- 
tional economy  and  its  willingness  to  build 
ASEAN  into  a  more  solid  organisation.27 

At  the  economic  level,  openness  is  asso- 
ciated with  increased  internationalism, 
modernisation,  and  to  a  certain  level:  west- 
ernisation. Being  a  developing  country  there- 
fore, it  is  difficult  to  compromise  possible 
penetration  of  foreign  ideas,  products,  capi- 
tal, "know-how",  technology  and  culture. 
In  the  long  run,  it  is  believed  that  these  fac- 
tors may  culminate  in  increased  insecurity 
and  reduced  sovereignty  in  maintaining  In- 

24For  a  clear  international  posture  of  Australian, 
please  refer  to  Higgott,  Australia  in  a  Changing  World, 
139. 

25Viviani,  Foreign  Economic  Policy,  401. 
26Stuart  Harris,  Economic  Cooperation,  276. 

27Andrew  Maclntyre  and  Nancy  Viviani,  "APEC 
Revisited",  Australian  Journal  of  International  Rela- 
tions 46,  no.  2  (November  1992):  iv. 
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donesia's  existing  culture  and  identity.  In- 
donesia also  believes  that  ASEAN  as  a  whole 
(excluding  Singapore)  face  several  common 
problems:  its  member  countries  rely  on  a 
narrow  range  of  primary  export  products, 
they  maintain  a  limited  domestic  market  to 
support  their  industrialisation,  and  finally, 
they  lack  the  capital  to  support  their  in- 
dustrial projects.  Externally,  industrial 
countries  tend  to  impose  restrictive  import 
measures  on  developing  countries  exports, 
and  are  capable  of  influencing  prices  in  the 

29 

world  market. 

At  the  same  time,  the  maintenance  of 
harmony  among  APEC  members  could 
result  in  consession  in  terms  of  an  open  mar- 
ket policy.30  Organisational  control  of  In- 
donesia's domestic  food  policy  may  result  in 
domestic  tension.  Here,  the  continuity  of 
food  supply  gained  from  the  domestic  mar- 
ket can  ensure  the  stability  of  a  country  that 
is  semi-industrialised.  Indonesia  is  also  criti- 
cal of  tariff  barriers  which  restricted  its  ex- 
port of  textiles  and  tropical  products.  It  is 
also  suspicious  of  the  mechanism  of  protec- 
ting Intellectual  Property  Rights,  which  re- 
stricted the  flow  of  technology  to  developing 
countries.31 


Stuart  Harris,  "Economic  Cooperation  and  In- 
stitution Building",  in  J.L.  Richardson  (ed.),  Northeast 
Asian  Challenge,  28. 

29 Alejandro  Melchor  Jr.,  "Assessing  ASEAN* s 
Viability  in  a  Changing  World",  in  Llyod  R.  Vasey 
(ed.),  Pacific  Asia,  70. 

30Trevor  Matthews  and  John  Ravenhill,  "The  Eco- 
nomic Challenge:  Is  Unilateral  Free  Trade  the  Correct 
Response?",  in  J.L.  Richardson  (ed.),  Northeast  Asian 
Challenge,  69-71. 

3lFor  an  observation  on  Indonesian  economic  con- 
straint, consult  Mangkusuwondo,  Pacific  Economic 
Cooperation,  85-6. 


Regarding  ASEAN,  Indonesia's  primary 
concern  surpasses  its  adherence  to  APEC, 
since  it  reluctantly  sees  the  institution  as 
being  led  by  a  hegemonic  order  with  a  dif- 
ferent agenda,  that  aim  to  control  and  dis- 
tribute resources  and  support  their  own  eco- 
nomic position  in  the  long  run.32  The  coun- 
tries under  consideration  are  the  United 
States  and  Japan,  and  it  is  believed  that  they 
may  try  and  use  APEC  as  a  Trojan  Horse  to 
force  their  interests  upon  the  smaller  part- 
ners. 

Japan  in  particular  has  the  capability  to 
change  APEC  into  a  regional  coalition 
against  the  US,  as  well  constructing  APEC 
as  an  insurance  against  the  formation  of 
NAFTA  and  the  European  Community.33 
Indonesia  continues  to  be  worried  about 
Japan's  ambitions,  and  for  safety  reasons 
wishes  to  see  the  latter' s  role  in  APEC  as 
purely  an  economic  one.  Therefore,  Indone- 
sia welcomes  the  involvement  of  the  US, 
since  it  will  balance  Japan's  political  ambi- 
tion.34 Moreover,  ASEAN's  involvement  in 
a  bigger  organisation  could  hamper  its  cohe- 
sion and  identity,  since  it  may  face  difficulty 
in  appeasing  political  and  economic  pres- 
sures from  greater  powers.  Indonesia  be- 
lieved that  the  relatively  young  ASEAN 

32Richard  Leaver,  "The  Future  of  Northeast  Asian 
Growth:  The  Regionalist  Alternative",  in  J.L.  Ri- 
chardson (ed.),  Northeast  Asian  Challenge,  52-3;  con- 
sult also  Stuart  Harris,  Economic  Cooperation,  282. 

33MacIntyre  and  Viviani,  APEC  Revisited,  v. 

34It  is  worth  noting  that  despite  considering  Japan  as 
its  main  economic  donor,  Indonesia  could  never  era- 
dicate its  past  of  being  colonised  by  Japan.  For  an  ex- 
cellent review  of  the  problem,  please  consult  Gary  Klint- 
worth,  The  Asia  Pacific  More  Security,  Less  Uncertain- 
ty, New  Opportunities,  Working  Paper  no.  20  (Canber- 
ra: Strategic  and  Defence  Studies  Centre,  1991),  7-8; 
consult  also  Suedo,  Japan's  Role,  63;  and  Barclay, 
Problems  in  Australian,  149. 


326 


THE  INDONESIAN  QUARTERLY,  XXII/4 


should  be  continuously  safeguarded  by  its 
members.35 

Linking  the  above  two  factors,  Mochtar 
Kusumaatmadja,  the  former  Indonesian  for- 
eign minister,  conceded  the  country's  unpre- 
paredness  to  join  APEC,  due  to  its  infra- 
structural  shortcomings,  and  physical,  ad- 
ministrative and  legal  matters.  Taking  note 
of  its  size,  resources  and  population,  Indo- 
nesia finds  itself  content  with  the  ASEAN 
format  of  cooperation.  In  fact  ASEAN  has 
proved  its  cohesiveness  through  its  involve- 
ment and  influences  in  UNCTAD,  GATT, 
the  Uruguay  Round,  OECD,  Non  Allied 
Movement  and  the  Group  of  77.  The 
ASEAN  member  countries  prefer  to  con- 
tinue the  mechanism  called  Post  Ministerial 
Conference  (PMC)  as  a  forum  of  consulta- 
tion with  APEC  members.  This  annual 
venue  is  attended  by  ASEAN' s  dialogue 
partners  comprising:  the  United  States,  the 
European  Community,  Japan,  Canada, 
Australia  and  New  Zealand.  This  mechan- 
ism could  perform  a  better  function  if  some 
adjustments  were  made.36  ASEAN' s  24th 
PMC  in  Kuala  Lumpur  in  July  1991  for  ex- 
ample, actually  managed  to  welcome  tradi- 
tional APEC  participants  and  non  partici- 
pants such  as  the  Soviet  Union  and  the 
PRC.37 

In  fact,  limited  concentration  on  the  Asia 
Pacific  region  produced  another  vulnerabili- 
ty, since  once  the  organisational  mechanism 
broke  down,  or  some  member  countries  ex- 
perienced political  or  economic  reorienta- 


Mangkusuwondo,  Pacific  Economic  Cooperation, 
87;  consult  also  Hay,  Australia  and  APEC,  14. 

36Mochtar  Kusumaatmadja,  "ASEAN  and  the 
Pacific  in  the  1990' s",  Indonesian  Quarterly  XIX,  no.  2 
(Second  Quarter  1991):  134-5. 

"Klintworth,  The  Asia  Pacific,  18. 


tion;  most  of  the  APEC  members  would  ex- 
perience difficulties  in  finding  alternative 
markets  outside  the  region.  Being  a  devel- 
oping country  Indonesia  needed  continuous 
market  that  is  primarily  global,  not  merely 
focused  in  the  Asia  Pacific  region.  Once  In- 
donesia is  quarantined  in  a  Yen  bloc,  in  the 
long  run  it  will  find  markets  closed  in  both 
the  DM  bloc  in  Europe  and  US$  bloc  in 
North  America.  This  view  in  fact  coincides 
with  former  Singaporean  Prime  Minister  Lee 
Kuan  Yew's  idea,  whose  economy  is  more 
internationally  competitive  than  Indone- 
sia.38 


The  Reversal  of  the  Indonesian  Posi- 
tion 

Even  though  it  was  not  enthusiastically 
received  at  the  beginning,  APEC's  idea  of 
wider  regional  cooperation  began  to  gain 
support  from  ASEAN.  This  expansion  in  in- 
terest began  when  ASEAN  found  obstacles 
in  furthering  its  internal  economic  coopera- 
tion. Prominent  examples  were  the  unsuc- 
cessful ASEAN  industrial  projects  and  in- 
dustrial joint  ventures;  and  their  failed  tariff 
preference  efforts  aimed  to  produce  an  inte- 
grated ASEAN  market.39  On  the  other 
hand,  ASEAN' s  flow  of  trade  with  APEC 
countries  began  to  exceed  intra  ASEAN 
trade.40  Finally,  they  conceded  the  need  to 
shift  the  ASEAN-PMCs  agenda  into  eco- 
nomic and  trade  related  matters;  and  not  to 
be  dominated  by  the  Cambodian  conflict.  1 

38Wah,  Changing  Global  Trends,  9. 

39Harris,  Economic  Cooperation,  281;  Kusumaat- 
madja, A  SEAN  and  the  Pacific,  1 36. 

^Australian  Foreign  Affairs  Review  (April  1991): 
131. 

41Elek,  Asia  Pacific  Forum,  36. 
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However,  Indonesia's  commitment  to 
APEC  was  made  with  one  concession.  The 
Indonesian  foreign  minister  stated  in  1991 
that  APEC  should  remain  a  forum  for  re- 
gional consultation  that  would  work 
gradually  and  pragmatically  for  the  region's 
economic  progress.  Concurrently  APEC 
should  progressively  support  the  open  multi- 
lateral trading  system,  and  resist  the  tempta- 
tion to  become  a  trade  bloc.42 

A  linkage  analysis  showed  that,  as  Aus- 
tralia, Indonesia  had  to  follow  the  classical 
mercantilist  rule,  which  required  it  to  for- 
ward the  interests  of  its  business  community 
which  had  begun  to  forward  their  interests 
globally,  that  were  beginning  to  overlap  in 
many  ways  with  the  government's  own  inter- 
ests.43 Accordingly,  the  continuity  of  In- 
donesian national  growth  has  become  the 
crucial  factor  in  the  way  the  Soeharto  gov- 
ernment has  come  to  terms  with  APEC.  At 
the  same  time,  Indonesia's  departure  from 
oil-based  commodities  export  into  interna- 
tional trade  export  commodities  would  be 
best  achieved  through  an  improvement  in  the 
global  business  environment.  The  finalisa- 
tion  of  a  regional  single  market  in  year  2020 
will  give  Indonesia  sufficient  time  to  ade- 
quately equip  its  infrastructure  for  global 
competition,  and  the  restructuring  of  the 
wealth  distribution  among  segments  of  its 
society.  Another  concern  is  the  lack  of  com- 
petitiveness in  its  industries,  seen  in  their 
limited  access  to  the  world  market,  and  their 
lack  of  ability  to  take  advantage  of  the  grow- 
ing Asia  Pacific  import  markets.  These  fac- 
tors have  encouraged  the  government  to 
chart  a  long  term  vision  of  its  foreign  eco- 
nomic policies  along  with  the  whole  Asia  Pa- 


n Backgrounder  (5  April  1991):  5. 
43MacIntyre  and  Viviani,  APEC  Revisited,  iii. 


cific  countries.  In  short,  Indonesia  has  suffi- 
cient time  to  bypass  its  economic  problems, 
and  provide  a  basis  to  integrate  the  state's 
economy  into  the  competitive  world  eco- 
nomy. 

Indonesian  interest  grew  more  and  more 
when  APEC  conferences  began  to  introduce 
areas  which  were  suitable  for  Indonesian 
long  term  econorrfic  needs.  They  are:  the  re- 
view and  analysis  of  the  region's  economic 
outlook;  regional  consultation  on  trade  lib- 
eralisation; related  programmes  of  invest- 
ment, technology  transfer  and  human  re- 
sources development;  and  sectoral  coopera- 
tion in  tourism,  energy,  trade  promotion, 
environmental  matters  and  infrastructure 
development.44  Being  one  of  the  "she- 
pherds" of  the  last  two  components  Indone- 
sia plays  a  prominent  role  in  APEC,  which 
suits  its  regional  role  and  domestic  needs.45 


Australia's  Broader  Expectation  of 
APEC 

Despite  proposing  an  acceptable  regional 
economic  organisation,  Australia's  intended 
role  in  APEC  is  somewhat  less  specific.  In 
terms  of  organisational  leadership  it  has  dis- 
couraged joint  leadership  between  the  US 
and  Japan.46  However,  if  we  examine  For- 
eign Minister  Gareth  Evans'  perception  of 
Australia  as  a  major  supplier  to  the  world, 
and  economically  being  more  powerful  than 
India  or  the  ASEAN  countries,  it  is  evident 
that  Australia  intends  to  play  a  dominant 

"Monthly  Record  (February  1991):  66. 
45 'Backgrounder  (26  March  1990):  2. 
^Higgott,  Australia  in  a  Changing  World,  136. 
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role  in  APEC.  In  my  opinion,  Australia 
expects  to  play  a  double  track  role  in  APEC. 
For  example,  at  the  economical  level,  she  ex- 
pects to  run  APEC  in  tandem  with  Japan, 
and  to  become  the  broker  of  intra  APEC  co- 
operation. At  the  strategic  level,  she  expects 
APEC  to  become  somewhat  of  an  open  or- 
ganisation. 

Economically,  the  American  member- 
ship of  APEC  has  brought  the  following 
dilemmas:  first,  there  is  a  need  to  accom- 
modate its  trade  dispute  with  Japan,  and  sec- 
ond, to  reconcile  Australia's  desired  role  in 
the  organisation.  Australia  acted  as  an  inter- 
locutor in  the  trade  dispute  mentioned  ear- 
lier, and  sought  to  shape  any  possible  out- 
comes of  its  commitment  to  the  region.48 
However,  the  two  countries  face  difficulties 
in  regularising  their  trade  differences,  be- 
cause they  tend  to  perceive  their  relationship 
from  a  "zero-sum"  perspective,  i.e.  where  a 
gain  for  one  means  a  loss  for  the  other.49 
Their  critical  state  of  relationship  was  reiter- 
ated by  President  Bush,  who  was  willing  to 
expand  NAFTA  into  Eastern  Europe  and  the 
Asia  Pacific,  and  to  exclude  Japan  from 
both  groups.50 

In  response  to  the  above-mentioned 
situation,  Australia  was  supportive  of  Ja- 
pan, and  was  prepared  to  side  with  the  latter 

47AustraIia  never  declared  its  intented  leadership 
role  in  APEC.  However,  the  notion  was  persistent  when 
its  decision  makers  compared  its  state  of  economy  with 
other  states  which  are  relatively  middle  powers.  Con- 
sult, Monthly  Record,  April  1991,  125. 

48F.A.  Mediansky,  "Australia's  Foreign  Policy  in  a 
Changing  World",  in  F.A.  Mediansky  (ed.),  Australia 
in  a  Changing  World,  310. 

49Bernard  K.  Gordon,  "Pacific  Futures  for  the 
USA",  in  Soon  and  Suryadinata  (eds.),  Moving  into  the 
Pacific,  19. 

50Furukawa,  Changes  in  Southeast  Asian  Views,  50. 


once  it  involved  itself  in  a  trade  war  with  the 
United  States.51  The  Australian  stance  was 
based  on  their  concession  to  maintain  an 
open  and  non  discriminatory  trading  sys- 
tem.52 Responding  to  the  American  trade  de- 
ficit complaint,  caused  by  Japan's  trade  re- 
striction practices,  Australia  criticised  the 
United  States  for  being  unable  to  improve  its 
domestic  competitiveness.53 

In  fact,  Japan  and  Australia  maintain  a 
progressive  attitude  to  APEC,  which  were 
prepared  to  change  their  original  motive.  As 
exemplified  by  Miyazawa  in  1991,  Japan  was 
prepared  to  bring  the  Asian  group  into  an 
economic  bloc,  and  to  undo  the  proposed 
economic  blocs  in  North  America  and 
Europe.54  The  same  notion  was  also  ex- 
pressed by  Australia,  as  its  hypothetical  res- 
ponse to  the  demise  of  GATT,  caused  by  the 
European  trading  bloc.55  Moreover,  Austra- 
lia began  to  propose  a  regular  regional  heads 
of  government's  meeting,  to  counter  the 
European  G  7's  influence  on  the  world  eco- 
nomy.56 

Despite  the  appraisal  of  the  economic 
sanctity  of  APEC,  Australia  believes  that  the 
disappearance  of  super  power  contention 
does  not  prevent  insecurities  in  terms  of  ter- 
ritorial conflict  and  inter-state  tensions,  in 

51 Weekend  Australian,  3-4  September  1994,  13-14. 

52David  Watts,  Guide  to  Japan:  Understanding  the 
Worlds  Newest  Superpower  (London:  Times  Books, 
1993),  152. 

53Higgott,  Closing  a  Branch  Office,  51. 

54Klint worth,  The  Asia  Pacific,  8. 

55Joseph  A.  Camilleri,  "Problems  in  Australian 
"Foreign  Policy",  Australian  Journal  of  Politics  and 
History  37,  no.  2(1991):  19. 

56Brian  Hocking,  "Australia:  Old  Relationships 
Versus  New  Linkages",  World  Today  49,  no.  7  (July 
1993):  129. 
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the  region.  Accordingly,  Japan's  economic 
success,  along  with  its  reduced  strategic  pari- 
ty with  the  United  States  may  lead  the 
former  to  increased  political  and  military 
power.  Other  possible  configurations  are 
China  becoming  a  geopolitical  contender 
and  the  unified  Korea  which  possesses 
nuclear  armaments.  Such  a  combination  of 
uncertainties  may  create  a  feeling  of  inse- 

en 

curity  in  the  region.  Henceforth,  Australia 
began  to  propose  that  APEC  discuss  non- 
economic  issues  such  as  a  collective  security 
framework. 

The  idea  was  launched  by  Gareth  Evans 
at  the  ASEAN  Post  Ministerial  Conference 
in  1990.  Acknowledging  the  idea  as  being 
premature,  Evans  highlighted  the  impor- 
tance of  organising  a  regional  dialogue  on 
security  issues,  which  would  resemble  the 

European  Conference  on  Security  and  Co- 
co 

operation  in  Europe.  The  idea  was  ex- 
emplified again  at  the  same  venue  in  1991, 
where  Australia  among  others  proposed  an 
establishment  of  the  Supreme  National 
Council,  aimed  to  discuss  security  issues 
among  its  members.59 

Indonesia  did  not  approve  of  the  idea, 
since  ASEAN  had  committed  itself  to  focus 
on  security  matters  based  on  the  idea  of  the 

57  Hocking,  Australia  Old  Relationships.  The  notion 
was  also  acknowledged  by  Hadi  Soesastro,  the  Execu- 
tive Director  at  the  Centre  for  Strategic  'and  Interna- 
tional Studies.  Despite  not  representing  the  Indonesian 
official  perspective,  it  might  represent  some  circle  in  the 
security  community,  reminding  on  the  CSIS  link  with 
the  former.  See  Hadi  Soesastro,  "Implications  of  the 
Post-Cold  War  Politico-Security  Environment  for  the 
Pacific  Economy",  in  Fred  Bergsten  and  Marcus 
Noland  (eds.),  Pacific  Dynamism  and  the  International 
Economic  System  (Washington,  D.C.:  Institute  for  In- 
ternational Economics),  368. 

is Backgrounder  {1  September  1990):  3. 
"Monthly  Record  {July  1991):  366. 


Zone  of  Peace,  Freedom  and  Neutrality 
(ZOPFAN),  and  this  could  be  adjusted  to 
face  future  Asia  Pacific  security  problems.60 
Singapore  was  the  only  ASEAN  member 
who  welcomed  the  APEC  discussion  of  a  re- 
gional security  framework.61  Indonesia  how- 
ever, refused  to  commit  itself  to  this  kind  of 
arrangement,  since  it  would  bring  countries 
with  domestic  problems,  such  as  human 
rights,  to  the  forum's  attention.  Following 
the  Mexican  experience  in  NAFTA,  the 
United  States  government  tended  to  link  the 
former  human  right  practises  with  its  trade 
policy,  so  Mexico  was  faced  with  the  need  to 
improve  its  democratic  institutions  following 
the  American  standard. 6" 

A  security  venue  would  not  interest  all 
the  APEC  members,  as  they  are  concerned 
more  with  economic  issues.  However,  in  the 
future  APEC  may  transcend  economy  into 
political  cooperation  and  consultation,  since 
the  region  has  not  decided  on  a  regular  ven- 
ue for  their  top  decision  makers.  Such  a 
mechanism  would  benefit  countries  like 
Japan,  China  and  South  Korea  who  would 
use  the  forum  to  discuss  their  common  in- 
terests.63 

In  my  opinion,  Indonesia  belongs  to  the 
states  in  APEC  which  expect  great  economic 
powers  to  restrain  their  strategic  interests  in 
the  Asia  Pacific  region,  and  adhere  to  a 
coalition  building  of  states  based  on  consen- 
sus. The  scenario  is  based  on  the  fact  that  the 
US  economy  was  not  sufficiently  capable  of 
supporting  the  country's  leadership  through- 
out the  Cold  War  period,  while  Japan  is 

60 Backgrounder  (1  September  1990):  4. 
61  Backgrounder  (5  April  1991):  5. 

"Patrick  Bryant,  "Rights  Stuffed",  Nation  (6-13 
September  1993):  232. 

63  Hay ,  A  ustralia  and  A  PEC,  1 6 . 
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reluctant  to  assume  a  leadership  role,  due  to 
its  domestic  constraints  and  a  lack  of  sup- 
port from  other  countries  in  the  region. 

For  a  country  whose  state  of  relationship 
with  the  PRC  is  higly  sensitive,  Indonesia 
has  anticipated  the  necessity  to  deal  with 
Hong  Kong  and  Taiwan  once  they  officially 
come  into  APEC,  which  in  the  long  run 
would  lead  to  the  construction  of  a  three- 
fold Chinese  economy,  possessing  more  than 
half  of  the  world  economy.64  Indonesia 
preferred  a  concerted  economic  power  of 
ASEAN,  Australia,  PRC,  Japan  and  the 
United  States,  which  will  balance  the  ambi- 
tions of  each  country,  and  provide  Indonesia 
with  a  technically  safe  institution. 

Elek,  Asia  Pacific  Economic  Cooperation,  44. 


Conclusion 

Within  five  years  APEC  begin  to  exper- 
ience different  expectations  from  its  mem- 
bers. It  is  not  clear  if  Australia's  design  of 
APEC  is  coloured  with  hidden  agendas  from 
either  the  United  States  or  Japan.  However, 
the  Australian  and  Indonesian  examples  re- 
present a  paradox  of  APEC.  The  former 
belongs  to  countries  that  already  possess  a 
solid  economic  structure,  which  has  begun  to 
turn  outward  and  to  increase  its  interna- 
tional role.  Indonesia  on  the  other  hand  re- 
quires a  substantive  improvement  in  its 
socio-economic  structure  prior  to  commit- 
ting itself  to  APEC;  so  it  tends  to  prefer 
membership  in  a  strict  organisation  that  con- 
fines itself  to  economic  matters. 
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Investment  and 
the  Asia  Pacific  Region* 


Mari  Pangestu 


Direct  Foreign  Investment:  Trends 
and  Prospects 

T HE  Asia  Pacific  region  has  been  one 
of  the  most  dynamic  in  terms  of  re- 
ceiving as  well  as  being  sources  for 
investment  flows.  Direct  foreign  investment 
(DFI)  flows  play  an  increasingly  important 
role  in  the  growth,  development  and  integra- 
tion of  the  Asia  Pacific  region  since  DFI  not 
only  involves  capital  flows,  but  also  facili- 
tates trade  and  transfers  of  technology. 

The  main  trends  and  prospects  for  DFI  in 
the  Asia  Pacific  region  can  be  summarised  as 
follows.  First,  the  DFI  inflows  into  the 
region  grew  rapidly  from  an  average  of  $30.5 
billion  in  the  first  half  of  the  decade  to  $95.7 
billion  by  1989.  However,  there  has  been  a 
decline  in  inflows  since  1989  reaching  only 
$49.7  billion  in  1992.  Nevertheless,  APEC 
accounts  for  one  third  of  foreign  investment 
flows  in  the  world.  The  US  accounted  for  a 

♦Paper  presented  at  the  Asia-Pacific  Business  Net- 
work (APB-Net),  Meridien  Hotel,  Jakarta,  23-25 
August  1994. 


large  part  of  these  inflows  as  well  as  for  the 
decline  in  the  1990s  as  can  be  seen  from  the 
decline  in  the  inflows  into  APEC  developed 
countries  (Chart  1).  Whereas  the  inflows  in- 
to the  developing  APEC  countries  continued 
to  increase  rapidly  into  the  1990s.  By  1992 
developing  APEC  countries  accounted  for 
64%  of  the  DFI  inflows  into  APEC.  As  can 
be  seen  from  Chart  2  the  ASEAN  countries, 
Mexico  and  especially  China  were  the  main 
recipients  of  investment.  In  the  1990s  there  is 
an  apparent  shift  of  investment  inflows  from 
the  ASEAN  countries  to  China,  but  this 
trend  may  be  reversing  again  due  to  over- 
heating problems  in  China. 

Second,  for  both  developed  and  devel- 
oping economies  in  the  region,  the  main 
sources  of  investment  are  the  developed  eco- 
nomies of  the  US,  Japan  and  the  EC.  Japan 
was  the  leading  investor  in  the  region  until 
1992  when  the  US  became  the  top  investor  in 
the  region  (Chart  3).  There  has  been  a  sharp 
decline  in  Japanese  investments  due  to  the 
slowdown  in  the  Japanese  economy.  How- 
ever, the  East  Asian  NIE  (Newly  Industri- 
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Source:    UN  World  Investment  Report  (LDC  stands  for  less  developed  countries  and  DC  stands  for  developed 
countries). 
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alised  Economies)  are  increasingly  becoming 
an  important  source  of  investments  since 
1987.  From  Chart  4  it  can  be  seen  that  in- 
vestment outflows  from  Singapore,  South 
Korea  and  especially  Taiwan  have  increased 
significantly  since  1987.  As  is  well  known, 
investments  from  Japan  and  the  East  Asian 
NIE  increased  since  the  mid-1980s  due  to  the 
relocation  motive  which  has  in  turn  been  due 
to  appreciation  of  their  currencies  and  re- 
structuring of  their  economies  on  account  of 
rising  labour  and  other  costs  such  as  land. 
The  increase  in  protectionist  pressures  from 
North  America  and  EC  has  also  led  to  an 
outward  flow.  Japanese  investments  into  US 
and  Western  Europe  were  undertaken  to 
overcome  trade  restrictions  and  conflicts  as 
well  as  to  take  advantage  of  NAFTA  and  the 
European   single   market.    Relocation  to 
Southeast  Asia  and  China,  by  both  Japan 
and  the  East  Asian  NIE  were  also  under- 
taken to  overcome  quotas,  graduation  from 
GSP  and  trade  friction. 

Third,  there  has  been  a  spate  of  deregula- 
tion and  economic  reforms,  including  relax- 
ation of  foreign  investment  restrictions,  as 
host  countries  become  increasingly  aware  of 
the  importance  of  the  role  of  foreign  invest- 
ment. DFI  is  seen  to  bring  capital,  technolo- 
gy, management  and  marketing  capability, 
access  to  international  financial  markets  and 
markets  for  exports.  The  competition  for  in- 
vestment is  emphasised  in  this  region  as 
flows  of  investment  have  shifted  to  China  in 
the  1991-1993  period.  For  instance,  in  June 
1994,  Indonesia  announced  substantive  re- 
movals on  ownership  and  divestiture  re- 
strictions. On  the  other  hand,  liberalisation 
of  outward  investment  flows  from  developed 
countries  and  the  East  Asian  NIE  with  the 
removal  of  controls  on  capital  movements. 

Fourth,  the  globalisation  trend  has  ac- 


celerated in  the  1980s  and  will  continue  into 
the  1990s.  MNCs  for  developed  countries  as 
well  as  firms  from  East  Asian  NIE  have 
taken  advantage  of  technological  advances 
in  transportation,  communications,  and  in- 
formation technology,  as  well  as  policy 
liberalisation  and  reforms  mentioned  above, 
to  enhance  their  competitive  edge  through 
creating  production  networks  spread  across 
several  countries.  There  is  a  division  of 
labour  based  on  the  comparative  advantage 
(i.e.  resource  endowments,  labour  costs  and 
so  on)  and  competitive  advantage  (i.e.  do- 
mestic technological  capability,  nature  of 
market,  existence  of  supplier  industries  and 
so  on). 

Given  the  globalisation  trend,  there  is 
growing  realisation  that  locational  advan- 
tages are  no  longer  just  confined  to  natural 
resource  availability,  low  labour  cost,  and  a 
favourable  investment  climate.  Sustaining 
locational  advantages  for  the  medium  and 
longer  term  means  enhancing  technological 
capability.  Furthermore,  in  the  era  of  just  in 
time  production  and  just  in  time  delivery, 
the  existence  of  supporting  industries  and 
fast  turn  around  of  goods  is  crucial.  These 
requirements  mean  that  host  countries  must 
increasingly  pay  attention  to  improving  their 
technological  capabilities,  ensuring  the  de- 
velopment of  competitive  domestic  indus- 
tries and  facilitating  movement  of  goods 
within  the  country  (for  instance  between 
export  processing  zones)  as  well  as  interna- 
tionally. In  meeting  these  requirements  host 
governments  will  have  to,  among  others, 
reconsider   their   policies   on  protection, 
customs  clearance,  human  resource  develop- 
ment and  technological  development. 

In  the  APEC  region,  intra  regional  DFI 
linkages  have  increased  as  a  result  of  this 
globalisation  trend  and  other  "push  fac- 
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tors"  mentioned  above.  East  Asian  NIE 
have  also  undertaken  investments  in  devel- 
oped APEC  countries,  namely  the  US  and 
EC  to  access  technology  by  being  close  to  the 
source  of  innovation  and  thus  supplement- 
ing domestic  R&D  efforts. 

These  trends  are  likely  to  continue  and 
the  appreciation  of  the  yen  is  expected  to 
lead  to  another  wave  of  relocation.  The  pro- 
cess of  restructuring  is  also  still  continuing  in 
Japan  and  the  East  Asian  NIE.  Whereas  the 


ASEAN-4  (minus  Singapore)  countries  and 
China  will  continue  to  improve  their  tech- 
nological capabilities  and  investment  cli- 
mate. There  is  some  expectation  that  the 
China  wave  may  be  settling  down  as  China 
experienced  overheating  and  political  un- 
certainties continue,  and  that  there  will  be  an 
increase  in  investments  directed  toward  the 
ASEAN-4. 

However,  the  motivation  for  DFI  will  no 
longer  be  confined  to  developed  countries 


SELECTED  APEC  COUNTRIES:  BASIC  ECONOMIC  INDICATORS 
FOR  INVESTMENT  CONSIDERATION 


(jiNrv  capita 

GNP/capita 

vjJJJr 
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(current  $) 

($  PPP  adj.) 

Growth 
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1992 

1992 

(<%  p.a.) 

(millions) 

1980-92 

1992 

Developed  Economies 

Japan 

28,190 

20,160 

4.1 

63 

USA 

23,240 

23,120 

2.7 

124 

Canada 

20,710 

19,720 

2.8 

14 

Australia 

17,260 

17,350 

3.1 

8 

New  Zealand 

12,300 

14,400 

1.4 

2 

NIE 

South  Korea 

6,790 

8,950 

9.4 

19 

Hong  Kong 

15,360 

20,050 

6.7 

3 

Singapore 

15,730 

16,720 

6.7 

1 

Mexico 

3,470 

7,490 

1.5 

32 

Developing  Economies 

Indonesia 

670 

2,970 

5.7 

75 

Malaysia 

2,790 

8,050 

5.9 

7 

Philippines 

770 

2,480 

1.2 

24 

Thailand 

1,840 

5,890 

8.2 

31 

China 

470 

1,910 

9.1 

699 

Papua  New  Guinea 

950 

2,970 

2.3 

o -omit2*  >n 

*PPP  adjusted  GNP  refers  to  purchasing  power  parity  adjusted  GNP 
per  capita.  The  GNP  per  capita  numbers  are  adjusted  to  parities  com- 
puted for  a  fixed  basket  of  products. 
Taiwan  is  not  included  due  to  lack  of  data  availability. 


Source:    World  Bank,  World  Development  Report. 
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ASIA  PACIFIC:  SELECTED  INDICATORS  ON 
INFRASTRUCTURE,  1990 


Paved 
Roads 
(Kilometers) 


•Electricity  Electricity      Telephon  Main       Area  Population 

Generating  Production  Lines  (number  (per  1.000  (millions) 
Capacity         (millions  of      of  connections)   Square  km) 


Developed  Economics 

Japan 
USA 
Canada 
Australia 
New  Zealand 

782,041 

289,010 
263,527 
52,400 

194,763 

104,140 
36,782 
7,504 

857,347 
3,031,023 
481,752 
154,558 
30,159 

54,523,952 
136,336,992 

15,295,819 
7,786,889 
1 ,469,000 

378 
9,373 
9,976 
7,713 

271 

124 
250 
27 
17 
3 

NIK* 

South  Korea 
Hong  Kong 
Singapore 
Mexico 

34,248 
1,484 
2,757 

82,022 

24,056 
8,342 
3,400 

29,274 

118,740 
28,938 
15,620 

122,482 

13,276,449 
2,474,998 
1,040,187 
5,354,500 

99 
1 
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1.958 

43 

,  ,  ft6 
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86 

Developing  Economies 

Indonesia 

1 16,460 

11,480 

44,255 

1,069,015 

1.905 

178 

Malaysia 

Philippines 

Thailand 

China 

PNG 

27,720 
22,238 
39,910 

828 

5,037 
6,869 
9,722 
137,891 
490 

24,722 
26,329 
46,180 
621,200 
1,790 

1, -585,744 
610,032 
1,324,522 
6,850,300 
30,187 

330 
300 
513 
9,561 
463 

18 
61 
56 
1.134 
4 

.  Paved  Roads 

Electricity 

Electricity 

Telephone  Main 

Generating 

Production 

,  Lines  (number 

(Km/square 

Capacity 

(kilowatt-hours 

of  connections 

km) 

(kilowatts  per 

per  person) 

.per  100  people) 

person) 

Developed  Economies 

Japan 

2.07 

1.57 

6,914.09 

43.97 

USA 

na 

3.10 

12,124.09 

54.53 

Canada 

0.03 

3.86 

1.7,842.67 

56.65 

Australia 

0.03 

2.16 

9,091.65 

45.81 

New  Zealand 

0.19 

2.50 

10,053.00 

48.97 

NIK 

South  Korea 

0.35 

0.56 

2,761.40 

30.88 

Hong  Kong  . 

1.48 

1.39 

4,823.00 

41.25 

Singapore 

2.76 

1.13 

5,206.67 

34.67 

Mexico 

0.04 

0.34 

1,424.21 

6.23 

l)r\ eloping  Kconnmlis 

Indonesia 

0.06 

0.06 

248.62 

0.60 

Malaysia 

0.08 

0.28 

1,373.44 

8.81 

Philippines 

0.07 

0.11 

431.62 

1.00 

Thailand 

0.08 

0.17 

824.64 

2.37 

China 

na 

0.12 

547.80 

0.60 

PNG 

0.00 

0.12 

447.50 

0.75 

'Taiwan  is  not  included  since  data  from  World  Batik  data  does  not  include  Taiwan. 
Source:    World  Bank,  World  Development  Report. 
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and  East  Asian  NIE  relocating  to  the 
cheaper  locations  in  developing  countries  in 
the  region,  but  will  involve  several  other 
motivations.  Given  the  high  economic 
growth  and  increasing  purchasing  power  in 
the  region,  Asia  Pacific,  and  notably  East 
Asia  will  increasingly  become  an  important 
market.  The  GNP  per  capita  for  the  region  is 
rising  and  GDP  growth  remains  robust  for 
the  region  (Table  1). 

Second  the  high  growth  and  booming 
economies  of  the  region,  especially  China, 
Southeast  Asia  and  some  of  the  NIE,  also 
imply  heightened  demand  for  infrastructure 
development,  especially  electricity,  telecom- 
munications, transportation  and  property 
development  (i.e.  office  buildings,  hotels 
and  real  estate).  The  development  of  human 
resources  which  will  involve  training  and 
technical  consultancy  will  also  be  an  area 
where  direct  foreign  participation  will  in- 
crease, either  through  commercially  moti- 
vated DFI  or  through  aid  money.  Given 
shortage  of  funds  and  the  dire  need  to  de- 
velop infrastructure,  almost  all  of  these 
countries  are  allowing  private  and  foreign  in- 
vestors to  participate,  in  infrastructure  provi- 
sion (including  education).  Table  2  shows 
that  for  most  of  the  developing  APEC  eco- 
nomies, all  the  indicators  such  as  paved  road 
per  square  km,  electricity  generating  and 
production  capacity,  and  telephone  lines  still 
show  a  very  low  ratio  and  thus  a  huge  poten- 
tial for  increase.  Therefore,  infrastructure 
development  will  be  a  booming  sector  for  the 
region. 

Finally  given  the  growing  level  of  tech- 
nological capability  in  the  region,  the  region 
will  also  see  a  growing  number  of  strategic 
alliances  being  formed  which  may  not  ne- 
cessarily be  in  the  form  of  DFI.  There  will  be 


an  increase  of  alliances  formed  through  the 
"new  forms"  of  DFI  such  as  licensing,  fran- 
chising, BOT  and  so  on. 

Asia  Pacific  Cooperation  in  Invest- 
ment 

At  the  APEC  meeting  last  year,  the 
Leaders  statement  emphasised  the  need  for 
trade  and  investment  facilitation  in  the  re- 
gion. To  this  end  a  Committee  on  Trade  and 
Investment  was  formed  at  the  Ministerial 
Meeting.  The  Leaders  summit  emphasised 
the  commitment  of  APEC  countries  to  in- 
crease liberalisation  of  investment  in  the 
Asia  Pacific  region  to  accelerate  the  results 
under  the  GATT  Uruguay  Round  agree- 
ment. The  Leaders  summit  also  emphasised 
the  need  for  a  non  binding  Asia  Pacific  In- 
vestment Code. 

Foreign  investment  is  important  because 
of  its  role  in  sustaining  dynamic  growth  in 
the  region.  Whereas  investment  cooperation 
is  important  to  ensure  that  investment  con- 
tinues to  increase  and  that  the  maximum 
benefit  from  DFI  is  obtained  (i.e.  quality  not 
just  quantity  of  DFI).  Similarity  in  invest- 
ment principles  will  prevent  "incentive 
wars"  between  host  countries  as  they  com- 
pete for  investments  which  will  lead  to  even- 
tual erosion  of  benefits  from  DFI.  Invest- 
ment flows  will  also  be  facilitated  by 
eliminating  distorting  regulations  and  reduc- 
ing uncertainty.  Cooperation  in  investment 
will  facilitate  integration  of  the  economies  in 
the  Asia  Pacific  region;  enhance  the  positive 
aspects  of  globalisation;  reduce  potential 
conflicts  between  host  government,  home 
government  and  firms;  and  account  for  gov- 
ernment policies  that  have  international  con- 
sequences. 
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To  this  end  the  APEC  senior  officials 
have  been  working  on  a  framework  for  in- 
vestment cooperation  which  involves  iden- 
tifying universally  accepted  principles  of  in- 
vestment which  the  APEC  economies  are 
asked  to  adhere  to  on  a  voluntary  basis. 

The  main  principles  that  will  be  included 
are:  transparency,  non  discrimination,  na- 
tional treatment  and  recognition  of  the  sov- 
ereign right  of  countries  to  determine  its 
policies.  Transparency  is  related  to  clear  ex- 
planation and  dissemination  of  regulations 
and  changes  thereof.  Whereas  non  discrimi- 
nation is  related  to  the  MFN  (most  favored 
nation)  principle  under  GATT  where  policies 
on  investment  -cannot  be  implemented  dif- 
ferently for  different  countries.  Right  of  es- 
tablishment is  directed  toward  rights  to  es- 
tablish new  entities  by  foreigners  whereas' 
national  treatment  refers  to  similar  treat- 


ment between  foreign  and  national  com- 
panies once  the  foreign  entity  has  been  es- 
tablished. The  framework  agreement  also 
recognises  the  right  of  countries  to  determine 
their  own  policies  but  seeks  to  establish  a 
minimum  set  of  disciplines  for  which  such 
policies  can  deviate  from  the  above  prin- 
ciples (mainly  national  treatment). 

This  set  of  principles  is  expected  to  be  an- 
nounced at  the  Ministerial  meeting  in  No- 
vember of  this  year.  While  many  are  skep- 
tical about  the  usefulness  of  such  a  frame- 
work agreement,  given  that  it  is  non  binding, 
as  with  most  such  agreements,  much  will  de- 
pend on  the  political  will  and  attitudes  of  the 
APEC  economies  to  begin  to  adhere  to  these 
principles.  Nevertheless,  to  have  these  prin- 
ciples on  paper  should  be  treated  as  an  im- 
portant beginning. 


APEC  and  the  Asia  Pacific: 
An  ASEAN  Perspective* 


Hadi  Soesastro 


Introduction 

ECONOMIC  regionalisation  has  be- 
come an  important  item  in  the  na- 
tional, regional  and  international 
agenda  of  almost  all  countries  in  the  Asia 
Pacific  region.  Economic  regionalisation  has 
many  forms,  as  it  may  be  driven  by  different 
kinds  of  forces. 

The  ASEAN  countries  are  engaged  in  a 
growing  number  of  regional  economic  co- 
operation arrangements.  First  and  foremost 
is  ASEAN,  the  Association  of  Southeast 
Asian  Nations,  established  in  1967.  It  is 
widely  believed  that  this  economic  associa- 
tion is  primarily  aimed  at  developing  a  kind 
of  regional  solidarity  among  neighbours  for 
the  purpose  of  regional  peace  and  stability. 
Thus,  this  association  is  largely  politically- 
driven.  The  founding  fathers  of  ASEAN 
made  it  clear,  however,  that  regional  eco- 
nomic integration  is  not  the  objective  of 
ASEAN. 

•Paper  presented  at  The  Regionalization  of  the 
World  Economy  Policy  Seminar,  Dupont  Plaza  Hotel, 
Washington,  D.C.,  5-6  October  1994. 


In  1992  ASEAN  leaders  began  to  realise 
that  their  economies  were  rapidly  involved  in 
market- driven  processes  towards  regional 
and  international  economic  integration. 
Rather  than  each  country  going  its  own  way, 
they  thought  that  by  joining  forces  they 
could  enhance  their  collective  position  and 
increase  the  gains  from  integration  in  the 
world  economy.  In  addition,  they  believed 
that  governments  could  facilitate  this 
market-driven  integration. 

This  realisation  led  to  the  decision  to 
form  an  ASEAN  Free  Trade  Area  (AFT A). 
ASEAN  governments  also  realised  that  im- 
proving and  strengthening  intra-ASEAN 
economic  cooperation  had  become  impera- 
tive for  the  viability  and  relevance  of 
ASEAN.  It  was  felt  that  closer  economic 
cooperation  had  become  more  feasible  due 
to  the  changing  nature  of  the  ASEAN  eco- 
nomies. The  external  shocks  in  the  1980s 
have  led  the  ASEAN  countries  to  under- 
taking adjustments  by  adopting  outward 
oriented  strategies  and  unilateral  liberalisa- 
tion. 
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In  essence  AFTA  is  primarily  aimed  at 
enhancing  ASEAN' s  attractiveness  as  an  in- 
vestment location  and  market.  It  can  also  be 
seen  as  a  training  ground  for  the  ASEAN 
members  in  their  efforts  to  integrate  more 
fully  into  the  world  economy.  However,  AF- 
TA's  scope  is  much  more  limited  than  that 
of  other  recent  regional  cooperation  initia- 
tives such  as  NAFTA  (North  American  Free 
Trade  Agreement).  Some  have  even  argued 
that  the  AFTA  scheme  is  rather  archaic  in 
nature  and  that  the  15  year  period  for  its 
completion  is  far  too  long.  Recently, 
ASEAN  governments  have  agreed  to  seek 
ways  to  accelerate  AFTA's  implementation. 

AFTA  is  but  one  of  a  number  of  initia- 
tives that  are  currently  being  promoted  by 
ASEAN  governments.  Other  initiatives  are 
seen  as  complementary  because  ASEAN  is 
both  too  small  and  too  big.  On  the  one 
hand,  ASEAN  is  considered  too  big  in  the 
sense  that  despite  restructuring  of  each  of 
the  ASEAN  economies  they  are  still  diverse 
and  at  different  levels  of  development  and 
thus,  integration  among  all  its  members 
tends  to  be  shallow.  Accordingly,  to  make 
economic  cooperation  meaningful,  ASEAN 
had  adopted  the  so-called  "six  minus  X" 
principle  through  which  less  than  all  mem- 
bers can  undertake  an  ASEAN  cooperation 
project.  An  example  of  this  is  the  develop- 
ment of  the  SIJORI  growth  triangle  involv- 
ing Singapore,  Johor  in  Malaysia,  and  Riau 
in  Indonesia. 

On  the  other  hand,  ASEAN  is  too  small 
to  be  effective  in  its  external  economic  diplo- 
macy given  the  uncertainties  in  the  world 
economy.  To  increase  its  effectiveness, 
ASEAN  sees  the  need  to  be  part  of  larger 
groupings  in  the  Asia  Pacific  region  such  as 
APEC  (Asia  Pacific  Economic  Coopera- 


tion). 

The    different    economic  cooperation 
schemes  that  ASEAN  is  engaged  in  form  a 
kind  of  concentric  circles  of  cooperation, 
each  of  which  are  to  be  consistent  with  the 
further  enhancement  of  the  GATT  (General 
Agreement  of  Tariffs  and  Trade)- based  mul- 
tilateral trading  system.  Althoug  AFTA 
is  a  preferential  arrangement  among  its 
members,  the  ASEAN  countries  realize  that 
AFTA  should  be  outward  oriented.  The  dif- 
ferent schemes  of  ASEAN  intra-  and  extra- 
regional  cooperation  should  ideally  reinforce 
each  other.  Indeed,  a  balance  of  attention  to 
developing  intra-  and  extra-regional  links 
should  be  maintained  because  excessive 
preoccupation    with    facilitating  intra- 
regional  economic  links  tends  to  divert  atten- 
tion away  from  the  important  objective  of 
global  trade  liberalisation.  In  view  of  its 
trade  with  the  rest  of  the  world,  ASEAN 
should  seek  ways  to  sustain  and  enhance  its 
trade  and  other  economic  links  with  all  its 
trading  partners. 

Each    of   the   different   schemes  of 
ASEAN' s    extra-regional  cooperation, 
APEC  and  the  proposed  EAEC  (East  Asia 
Economic  Caucus),  is  an  insurance  policy 
for  ASEAN;  it  is  an  insurance  policy  against 
the  uncertain  development  in  the  world 
economy.  Indeed,  uncertainty  appears  to  be 
the  driving  force  behind  many  forms  of  re- 
gional cooperation  that  are  currently  being 
proposed,  including  ARF  (ASEAN  Regional 
Forum)  in  the  politico-security  field.  A  "new 
regionalism"  is  emerging  in  the  Asia  Pacific 
region.  One  important  characteristic  of  this 
new  regionalism,  which  is  clearly  spelled  out 
in  the  politico- security  realm,  is  the  principle 
of  inclusiveness,  namely  the  inclusion  of  the 
very  sources  of  uncertainty  (or  potential 
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threat)  themselves  in  the  regional  arrange- 
ment concerned.  This  characteristic  should 
also  be  adopted  in  the  economic  field  as  it 
provides  the  underlying  logic  for  the  strategy 
of  concentric  circles  of  cooperation  that  is 
being  pursued  by  ASEAN. 

ASEAN  and  APEC's  Development 

APEC  is  still  in  its  infancy  as  it  is  less 
than  five  years  old.  It  is  also  not  immediately 
obvious  from  its  name  what  APEC  is  sup- 
posed to  be.  When  it  came  into  being  in 
November  1989  it  was  proclaimed  as  an  "in- 
formal inter- governmental  process"  to  pro- 
mote economic  cooperation  in  the  Asia 
Pacific  region.  APEC  can  be  seen  as  a  major 
experiment  in  regional  institution  building 
involving  such  diverse  countries  and  econo- 
mies. 

In  January  1989,  during  his  visit  to  South 
Korea,  the  then  Australian  Prime  Minister, 
Bob  Hawke,  proposed  a  meeting  of  minis- 
ters from  the  region  to  discuss  ways  to  es- 
tablish economic  cooperation  at  a  govern- 
ment level.  The  successful  inauguration  of 
what  becomes  APEC  has  been  attributed  to 
a  number  of  factors  (Ali  Alatas,  1991).  First, 
is  its  pragmatic  approach  on  substantive 
areas  of  clear  common  interest.  Second,  is  its 
sensitive  approach  with  regard  to  the  possi- 
ble operational  modalities.  Third,  is  the 
careful  and  extensive  consultations  under- 
taken by  Australia  in  developing  and  pre- 
paring the  concept.  However,  it  should  not 
be  overlooked  that  the  dramatic  changes  in 
the  regional  and  international  political  and 
economic  environments  have  led  govern- 
ments in  the  region  to  recognise  the  necessity 
to  establish  an  inter-governmental  forum  for 
consultation  and  cooperation  on  economic 
issues. 


The  first  APEC  ministerial  meeting,  held 
in  Canberra  in  November  1989,  was  at- 
tended by  26  ministers  from  12  regional 
economies,  namely  the  six  ASEAN  coun- 
tries, the  five  Pacific  developed  countries 
and  South  Korea.  Three  organisations  were 
accepted  as  official  observers:  ASEAN, 
PECC,  and  the  South  Pacific  Forum  Secre- 
tariat. This  meeting  agreed  on  the  basic  prin- 
ciples of  APEC,  namely  that: 

1.  the  objective  of  APEC  is  to  sustain 
growth  and  development  in  the  region  to 
contribute  to  improving  living  standards 
and,  more  generally,  growth  of  the  world 
economy; 

2.  APEC  should  seek  to  strengthen  an  open 
multilateral  trading  system  and  not  be  di- 
rected towards  the  formation  of  a  re- 
gional trading  bloc;  and 

3.  APEC  should  focus  on  economic  rather 
than  political  or  security  issues,  to  ad- 
vance common  interests  and  foster  con- 
structive interdependence  by  encouraging 
the  flow  of  goods,  services,  capital  and 
technology. 

The  second  ministerial  meeting  was  held 
in  Singapore  in  July  1990.  In  this  meeting, 
seven  work  projects  for  practical  coopera- 
tion were  established.  They  were  aimed  at 
"developing  the  habit  of  cooperation"  and 
demonstrating  the  benefits  of  economic 
cooperation  through:  improving  regional 
data  on  the  flow  of  goods,  services  and  in- 
vestment; enhancing  technology  transfer; 
and  human  resources  development;  pro- 
moting cooperation  in  energy;  in  marine  re- 
sources; and  in  telecommunication.  Three 
additional  work  projects  were  added  later: 
transportation;  tourism;  and,  fisheries. 

To  demonstrate  APEC's  support  for  a 
strong,  open  multilateral  system,  ministers 
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issued  a  declaration  which  stressed  their  firm 
commitment  to  a  timely  and  successful  com- 
pletion of  the  Uruguay  Round.  It  was  also 
agreed  at  this  second  meeting  that  a  central 
theme  of  APEC,  after  completion  of  the 
Round,  would  be  to  promote  a  more  open 
trading  system,  with  exploration  of  the  scope 
for  non-discriminatory  regional  trade  liber- 
alisation. 

China,  Hong  Kong  and  Taiwan  (as 
Chinese  Taipei)  were  admitted  as  members 
of  APEC  at  the  third  ministerial  meeting  in 
Seoul  in  November  1991.  The  meeting  also 
adopted  the  Seoul  Declaration  which  set  out 
the  scope  of  activity,  mode  of  operation  of, 
and  the  principles  for  participation  in 
APEC. 

The  scope  of  activity  for  APEC  includes: 

1.  exchange  of  information  and  consulta- 
tion on  policies  relevant  to  common  ef- 
forts to  sustain  growth,  promote  adjust- 
ment and  reduce  economic  disparities; 

2.  development  of  strategies  to  reduce  im- 
pediments to  trade  and  investment;  and 

3.  promotion  of  regional  trade,  investment, 
human  resource  development,  technology 
transfer  and  cooperation  in  specific  sec- 
tors such  as  energy,  environment,  fisher- 
ies, tourism,  transportation,  and  telecom- 
munication. 

The  mode  of  operation  of  APEC  is  based 
on  mutual  benefit,  a  commitment  to  open 
dialogue  and  consensus  building  and  coop- 
eration through  consultation  and  exchange 
of  views  drawing  on  analysis  and  policy 
ideas  contributed  by  member  economies  and 
relevant  organisations  (ASEAN,  PECC,  and 
the  South  Pacific  Forum).  APEC  also  wel- 
comes private-sector  participation  in  ap- 
propriate APEC  activities.  Participation  in 
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APEC  is  open,  in  principle,  to  economies  in 
the  Asia  Pacific  region  which  have  strong  re- 
gional economic  links  and  accept  its  objec- 
tive. Decisions  on  participation  are  made  by 
consensus. 

The  fourth  APEC  ministerial  meeting, 
held  in  Bangkok  in  September  1992,  agreed 
to  set  up  a  permanent  secretariat  as  a  sup- 
port mechanism  and  a  fund  to  finance 
APEC  activities.  The  Secretariat  was  set  up 
in  Singapore  in  January  1993,  headed  by  an 
executive  director  (from  the  Chair  of  APEC) 
and  a  deputy  executive  director  (from  the 
succeeding  Chair  of  APEC).  The  Secretar- 
iat's function  is  to  coordinate  and  assist 
APEC's  work  projects,  facilitate  communi- 
cations between  APEC  members  and  pro- 
vide a  point  of  contact  for  the  public,  other 
organisations  and  business.  It  also  has  a  re- 
search and  analysis  unit.  The  APEC  Central 
Fund  to  be  derived  from  member  contribu- 
tions was  set  at  US$2  million  for  the  first 
year. 

In  their  statement,  the  ministers,  among 
other  things,  agreed  to: 

a.  Renew  APEC's  firm  commitment  to 
achieving  the  strengthened  multilateral 
trading  system  that  would  result  from  the 
successful  conclusion  of  the  Uruguay 
Round; 

b.  Confirm  the  importance  they  attach  to 
strengthening  and  liberalising  trade  and 
adopt  regional  trade  liberalisation  as  one 
of  the  main  priorities  for  1993; 

c.  Establish  an  eminent  persons  group  to 
enunciate  a  vision  for  trade  in  the  Asia 
Pacific  to  the  year  2000  and  identify  con- 
straints and  issues  which  APEC  should 
consider  in  advancing  regional  trade  lib- 
eralisation over  the  next  10  years; 
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d.  Implement  four  proposals  which  would 
provide  significant  benefits  for  business 
in  the  shorter  term;  these  are: 

•  establishment  of  an  electronic  tariff 
data  base  for  APEC  members  to  facil- 
itate regional  trade  through  better  in- 
formation flows; 

•  harmonisation  and  facilitation  of  cus- 
toms procedures  and  practices; 

•  examination  of  the  administrative  as- 
pects of  market  access  and  recommen- 
dation on  means  of  reducing  the  costs 
they  impose  on  trade;  and 

•  preparation  of  a  detailed  guidebook  on 
investment  regulatory  procedures  in 
the  region. 

In  the  fifth  ministerial  meeting  in  Seattle 
in  November  1993,  Mexico  and  Papua  New 
Guinea  were  admitted  to  APEC  and  a  deci- 
sion was  made  to  admit  Chile  to  APEC  at 
the  ministerial  meeting  in  1994.  It  was  also 
agreed  to  defer  consideration  of  additional 
members  for  three  years. 

At  this  meeting,  ministers  reiterated  that 
the  strengthening  of  the  multilateral  trading 
system,  expansion  of  regional  and  global 
trade  and  improvement  of  investment  rules 
and  procedures  in  a  GATT-consistent  man- 
ner were  central  APEC  objectives.  They 
called  for  an  early  and  successful  conclusion 
of  the  Uruguay  Round  and  demonstrated 
their  commitment  to  this  goal  by  expressing 
their  preparedness  to  take  additional  specific 
trade  liberalising  measures. 

Ministers  also  adopted  the  "Declaration 
on  an  APEC  Trade  and  Investment  Frame- 
work" to  advance  APEC's  role  in  trade  and 
investment  by  engaging  its  members  in  both 
policy  and  facilitation  matters.  A  Committee 
on  Trade  and  Investment  (CTI)  was  formally 


established. 

The  report  of  the  Eminent  Persons 
Group  (EPG)  to  the  APEC  ministers,  "A 
Vision  for  APEC  -  Towards  an  Asia  Pacific 
Economic  Community",  issued  in  October 
1993  was  presented  by  its  Chairman,  Dr.  C. 
Fred  Bergsten.  The  report  emphasised  that 
APEC  had  to  accelerate  and  expand  coop- 
eration in  order  to  respond  to  three  threats 
to  the  continued  vitality  of  the  region:  ero- 
sion of  the  multilateral  global  trading  sys- 
tem; evolution  of  inward  looking  regional- 
ism; and  risk  of  fragmentation  within  the 
Asia  Pacific  region.  The  EPG  recommended 
APEC  to  undertake  initiatives  in  four  areas: 
regional  and  global  trade  liberalisation; 
trade  facilitation  programs;  technical  coop- 
eration; and  institutionalisation  of  APEC. 

The  APEC  Informal  Leaders  Meeting, 
proposed  and  hosted  by  the  US  President, 
Clinton,  took  place  on  20  November  1993  at 
Blake  Island  and  was  attended  by  leaders 
from  all  APEC  member  economies  except 
Malaysia.  The  leaders  issued  an  "Economic 
Vision  Statement"  which  contains  three 
main  components.  The  first  is  a  affirmation 
of  the  importance  of  an  open  multilateral 
trading  system  and  the  determination  of 
Asia  Pacific  leaders  to  lead  the  way  in  taking 
concrete  steps  to  produce  the  strongest  possi- 
ble outcome  of  the  Uruguay  Round.  The  sec- 
ond is  a  vision  of  "a  community  of  Asia  Pa- 
cific economies":  (a)  which  is  based  on  the 
spirit  of  openness  and  partnership;  (b)  whose 
dynamic  economic  growth  contributes  to  an 
expanding  world  economy  and  supports  an 
open  international  trading  system;  (c)  where 
trade  and  investment  barriers  continue  to  be 
reduced;  (d)  where  the  benefits  of  economic 
growth  are  shared  by  the  people;  (e)  where 
education  and  training  are  improved;  (f) 
where  goods  and  people  move  quickly  and 
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efficiently  because  of  advances  in  transporta- 
tion and  telecommunication;  and  (0  where 
environment  protection  is  improved  to  en- 
sure sustainable  growth  and  to  provide  a 
more  secure  future  for  the  people.  The  third 
is  a  list  of  initiatives,  which  includes: 

a.  Convening  a  meeting  of  APEC  Finance 
Ministers  to  discuss  broad  economic  is- 
sues including  macroeconomic  develop- 
ments and  capital  flows; 

b.  Establishment  of  a  Pacific  Business  Fo- 
rum to  identify  issues  APEC  should  ad- 
dress to  facilitate  trade  and  investment  in 
the  region; 

c.  Establishment  of  an  APEC  Education 
Program  to  develop  regional  cooperation 
in  higher  education; 

d .  Establishment  of  an  APEC  Business  Vol- 
unteer Program  to  promote  human  re- 
source development; 

e.  Convening  a  meeting  of  APEC  Ministers 
involved  with  small  and  medium  business 
enterprises  to  discuss  ways  to  improve  the 
environment  for  the  cooperation  of  these 
enterprises; 

f.  Development  of  a  non-binding  code  of 
principles  covering  investment  issues; 

g.  Development  of  APEC's  policy  dialogue 
and  action  plan  for  conserving  energy, 
improving  the  environment  and  sustain- 
ing economic  growth; 

h .  Establishment  of  a  Technology  Transfer 
Exchange  Centre  to  facilitate  the  ex- 
change of  technology  and  technology 
management  skills  among  APEC  mem- 
bers. 

The  leaders  also  agreed  to  meet  again  in 
Indonesia  in  1994.  The  EPG  Report  pro- 
posed that  the  leaders  meeting  be  held  once 
in  three  years.  However,  as  stated  by  Fred 
Bergsten  (1994),  it  is  to  be  expected  that  after 
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Seattle  such  a  meeting  will  be  held  annually. 
He  argued  that  this  decision  would  assure 
that  the  leaders  continue  to  focus  on  APEC 
and  get  to  know  each  other  better,  that  the 
president  of  the  United  States  travel  to  Asia 
at  least  once  a  year,  and  that  all  APEC  mem- 
bers broaden  their  perspectives  and  that  min- 
isters and  officials  be  fully  energised  to  carry 
out  their  leaders'  instructions.  This  "up- 
grading" of  the  APEC  process  could  contri- 
bute to  resolving  of  bilateral  disputes  in  the 
region  and  its  institutionalisation  should 
"increase  the  momentum  of  community 
building  in  the  region." 

He  further  pointed  out  that  the  Seattle 
meetings  showed  that  "the  leaders  were  far 
more  ready  than  their  ministers,  who  in  turn 
were  far  more  ready  than  their  senior  of- 
ficials,  to   adopt   and  pursue  visionary 
goals."  In  addition,  Bergsten  noted  the  im- 
portance of  the  proliferation  of  meetings 
among  APEC  ministers:  in  1994  these  in- 
cluded meetings  of  finance  ministers,  of  en- 
vironmental ministers,  of  trade  ministers, 
and  of  ministers  in  charge  of  small  and 
medium  enterprises.  Bergsten  concluded  that 
"leaders  in  Seattle  began  the  process  of  con- 
verting APEC  from  a  purely  consultative 
body  into  a  substantive  international  insti- 
tution." 

This  conclusion  does  not  appear  to  be 
supported  by  all  APEC  members.  At  the 
PECC  X  General  Meeting  in  Kuala  Lumpur 
in  March  1994  and  in  an  interview  with 
the  Australian  Broadcasting  Corporation 
(ABC),  the  Malaysian  Minister  for  Trade 
and  Industry,  Rafidah  Aziz,  clearly  opposed 
this  transformation  when  stating  that: 
"APEC  is  slowly  turning  out  to  be  what  it 
wasn't  supposed  to  be,  meaning  that  APEC 
was  constituted  as  a  loose  consultative  fo- 
rum." (New  Straits  Times,  24  March  1994). 
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How  should  this  statement  be  understood? 

On  an  earlier  occasion,  when  addressing 
a  forum  of  Malaysian  and  Filipino  business 
executives,  Minister  Rafidah  Aziz  stated  that 
"Kuala  Lumpur  will  oppose  attempts  to  give 
APEC  a  formal  structure  because  it  will 
weaken  ASEAN  ...  The  moment  APEC  is 
institutionalised,  ASEAN  will  be  sub- 
merged." {Jakarta  Post,  18  January  1994). 
After  meeting  with  Presiden  Soeharto  during 
her  visit  to  Indonesia,  Minister  Rafidah  Aziz 
reported  that  Indonesia  did  not  support 
turning  the  APEC  forum  into  a  formal  and 
structured  organisation  and  that  President 
Soeharto  was  of  the  opinion  that  APEC 
should  remain  just  a  loose  and  informal 
forum  because  of  disparities  in  the  level  of 
economic  development  among  its  members. 
{Jakarta  Post,  24  January  1994). 

ASEAN  has  been  cautious  about  APEC 
from  the  beginning.  As  suggested  by  Tan 
Kong  Yam  et  al.  (1992),  there  is  genuine  con- 
cern that  the  vast  disparities  in  income,  tech- 
nology and  skill  level  among  the  APEC  eco- 
nomies could  lead  asymmetrical  dependence, 
heightened  tension  and  North  South  polari- 
sation within  APEC.  Discussions  in  the 
1980s  clearly  showed  that  the  ASEAN  fears 
of  dilution  in  a  wider  regional  organisation 
and  the  concern  of  being  dominated  and 
overshadowed  by  the  much  larger  economies 
have  led  to  the  insistence  on  the  informal  ar- 
rangements and  non-institutionalisation  of 
APEC. 

The  principles  of  ASEAN  participation 
in  the  APEC  process  were  jointly  crafted  by 
ASEAN  members  in  1989  and  are  contained 
in  what  is  known  as  the  Kuching  Consensus. 
These  principles  are: 

1.  ASEAN' s  identity  and  cohesion  should 
be  preserved  and  its  cooperative  relations 


with  its  dialog  partners  and  with  third 
countries  should  not  be  diluted  in  any  en- 
hanced APEC; 

2.  An  enhanced  APEC  should  be  based  on 
the  principles  of  equality,  equity  and 
mutual  benefit,  taking  fully  into  account 
the  differences  in  stages  of  economic  de- 
velopment and  socio-political  systems 
among  the  countries  in  the  region; 

3.  APEC  should  not  be  directed  towards  the 
formation  of  an  inward  looking  economic 
or  trading  bloc  but,  instead,  it  should 
strengthen  the  open,  multilateral  eco- 
nomic and  trading  systems  in  the  world; 

4.  APEC  should  provide  a  consultative  fo- 
rum on  economic  issues  and  should  not 
lead  to  the  adoption  of  mandatory  direc- 
tives for  any  participant  to  undertake 
or  implement; 

5.  APEC  should  be  aimed  at  strengthening 
the  individual  and  collective  capacity  of 
participants  for  economic  analysis  and  at 
facilitating  more  effective,  mutual  con- 
sultations to  enable  participants  to  identi- 
fy more  clearly  and  to  promote  their  com- 
mon interests  and  to  project  more  vigor- 
ously those  interests  in  the  larger  multi- 
lateral forums;  and 

6.  APEC  should  proceed  gradually  and 
pragmatically,  especially  in  its  institution- 
alisation  without  inhibiting  further  ela- 
boration and  future  expansion. 

These  principles  continue  to  be  aired  by 
ASEAN  leaders  and  officials,  including  in 
an  address  by  President  Soeharto  at  an  inter- 
national conference  in  Bali  as  recent  as  in 
August  1993.  Questions  have  been  raised 
from  within  ASEAN  itself  whether  this  con- 
sensus still  holds.  However,  even  if  these 
principles  are  adhered  to  there  is  sufficient 
room  for  ASEAN  to  participate  actively  and 
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constructively  in  APEC.  Similarly,  other 
members  can  further  the  process  of  regional 
economic  cooperation  even  though  APEC 
remains  essentially  a  consultative  forum. 

There  are  many  reasons  why  APEC  is 
likely  to  maintain  its  character  as  primarily  a 
consultative  forum  for  some  time  to  come. 
One  important  reason  is  the  necessity  for 
APEC  at  this  stage  to  promote  confidence 
building  as  its  main  task.  The  APEC  process 
has   many   levels.    Both   the  ministerial 
meetings  and  the  informal  leaders  meeting 
are  consultative  in  nature,  in  the  sense  that 
participants  are  not  engaged  in  negotiations. 
However,  the  consultative  processes  at  these 
level  can  produce  initiatives  as  shown  in 
Seattle.  If  translated  into  programs  and  im- 
plemented effectively,  they  will  form  the 
basis  for  a  rich  agenda  for  APEC.  There  is 
no  reason  to  doubt  that  a  consultative  pro- 
cess cannot  lead  to  the  adoption  and  im- 
plementation of  a  meaningful  agenda  for  re- 
gional   economic   cooperation.    In  other 
words,  this  APEC  process  can  produce 
substance  (Hadi  Soesastro,  1994).  A  series  of 
senior  officials  meetings  (SOMs)  will  for- 
mulate and  develop  the  "structure"  for  im- 
plementing initiatives  and  agreements  made 
at  the  higher  levels.  In  doing  so,  they  will 
make  use  of  the  recommendations  and  re- 
sults of  the  various  APEC  work  projects  as 
well  as  the  recently  established  CTI.  Further 
consolidations  of  work  projects  could  lead 
to  the  development  of  other  committees  in 
the  future.  This  would  practically  mean  a 
further  institutionalisation  of  the  process. 

The  development  of  regional  economic 
cooperation  in  the  Asia  Pacific  region  in 
general,  and  the  APEC  process  in  particular, 
needs  to  be  guided  by  the  wisdom  that  pro- 
cesses are  more  important  than  structures. 
This  does  not  mean  that  institutional  struc- 
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tures  are  unimportant;  however,  such  struc- 
ture should  be  dictated  by  what  is  required 
by  the  process.  APEC's  form  today  is  totally 
logical  and  that  it  will  be  evolving.  The 
"beauty"  of  the  APEC  process  is  that  it  is 
continuously  "injected"  by  a  kind  of  fresh- 
ness in  each  succeeding  cycle  by  having  the 
host  of  the  ministerial  meeting  chair  APEC 
and  provide  the  necessary  leadership.  The 
host  can,  and  indeed  should,  project  its  in- 
terest in  and  vision  of  APEC  into  the  pro- 
cess. For  instance,  Indonesia  as  the  1994 
chair  of  APEC  has  emphasised  the  need  to 
promote  developmental  issues  that  would 
help  raise  the  level  of  readiness  on  the  part  of 
the  developing  members  of  APEC  to  parti- 
cipate in  a  meaningful  regional  trade  liberal- 
isation. 

Despite  the  occasional  rhetorics,  ASEAN 
is  sufficiently  pragmatic  to  accept  a  gradual 
institutionalisation  of  APEC.  As  stated  by 
the  Indonesian  Foreign  Minister,  Ali  Alatas, 
ASEAN  should  not  oppose  formalising  of 
APEC  but  its  members  should  not  be  too 
hasty  in  institutionalising  the  forum. 
"APEC  should  become  an  organisation  with 
a  secretariat  and  a  codified  set  of  rules  and 
procedures  in  a  gradual  way  like  ASEAN." 
{Jakarta  Post,  19  March  1994). 

When  the  APEC  finance  ministers  met  in 
Hawaii  in  March  1994,  ASEAN  made  it 
clear  that  such  meeting  should  not  be  institu- 
tionalised. This  consensus  was  reached  in  an 
ASEAN  caucus  and  was  supported  by  China 
and  Japan.  However,  at  the  end  of  the 
meeting,  the  Malaysian  Finance  Minister, 
Anwar  Ibrahim,  explained  that  ASEAN 
would  go  along  with  the  decision  to  meet 
again  in  Indonesia  in  1995  because  "we 
don't  have  very  strong  views  on  that."  (New 
Straits  Times,  21  March  1994).  More  recent- 
ly, at  the  PBEC  annual  meeting  in  Kuala 


AN  ASEAN  PERSPECTIVE 


349 


Lumpur,  Malaysia's  Prime  Minister,  Maha- 
thir, again  stated  the  view  that  APEC  should 
not  be  formalised,  "but  if  it  is  the  wishes  of 
other  members  that  it  be  strengthened,  Ma- 
laysia would  allow  itself  to  be  dragged 
along."  {Jakarta  Post,  24  May  1994).  But 
how  far  is  Malaysia  or  the  other  ASEAN 
members  willing  to  go? 


From  Seattle  to  Jakarta 

To  some  members  of  APEC,  the  pace  of 
ASEAN' s  participation  in  APEC  might  be 
too  slow.  Indeed,  the  call  to  move  APEC 
faster  in  the  direction  of  its  institutionalisa- 
tion  continues  to  be  aired.  Sandra  Kristoff, 
Director  for  Asia  at  the  US  National  Securi- 
ty Council,  a  person  who  has  actively  partici- 
pated in  APEC  for  many  years,  proposed 
that  APEC  should  become  a  formal  eco- 
nomic cooperation  association.  (Media  In- 
donesia, 24  February  1994).  Other  alterna- 
tives were  also  proposed,  one  of  which  was 
to  make  APEC  "a  GATT  for  Asia  Pacific". 

When  the  United  States  assumed  the 
1993  chair  of  APEC,  Acting  Secretary  of 
State,  Lawrence  Eagleburger,  in  a  meeting 
with  APEC  senior  officials  in  Washington 
D.C.  in  December  1992,  proposed  that  the 
1993  cycle  be  seen  as  a  time  of  transition  for 
APEC,  namely  to  "move  beyond  the  phase 
of  institutionalising  APEC  to  making  it 
operational."  In  other  words,  he  suggested 
that  APEC  be  transformed  to  an  organisa- 
tional reality,  an  organisation  that  can  pro- 
duce cooperative  solutions  to  our  common 
regional  problems.  Specifically,  he  suggested 
that  members  should  be  able  to  envisage 
such  things  as: 

-  an  APEC  investment  agreement; 


-  an  APEC  code  of  conduct  for  administra- 
tive measures; 

-  an  APEC  intellectual  property  agreement; 

-  an  APEC  customs  cooperation  treaty; 

-  an  APEC  dispute  settlement  mechanism; 

-  an  APEC  wide  open-skies  agreement  in 
civil  aviation;  or 

-  an  APEC  agreement  on  trade  in  a  partic- 
ular goods  or  services  sector. 

There  are  a  number  of  ways  in  which  this 
suggestion  can  be  pursued.  As  in  the  case  of 
an  APEC  "agreement"  in  the  field  of  invest- 
ment, it  can  be  based  on  an  initial  agreement 
of  what  constitutes  a  set  of  ideal  principles. 
The  agreement  can  be  of  a  non-binding 
nature  initially.  It  can  be  made  binding  but 
voluntary  at  a  later  stage  and  then  be  turned 
into  a  code.  The  alternative  would  be  to 
adopt  AS£AN's  "6  minus  X"  principle, 
allowing  members  to  opt  out  of  APEC  agree- 
ments when  they  are  not  ready  as  yet. 

The  former  option  may  be  preferred  to 
the  latter  by  Indonesia  or  other  ASEAN 
countries.  As  suggested  by  Suhadi  Mangku- 
suwondo  (1994),  the  "Asian"  approach  is  to 
agree  on  principles  first,  then  let  things 
evolve  and  grow  gradually.  This  is  in  con- 
trast to  the  "American"  approach  which  is 
viewed  by  many  in  Asia  as  too  legalistic  and 
too  institutional.  He  argued  that  "to  start 
with  legally  binding  commitments  covering  a 
wide  range  of  issues,  scares  many  people  in 
Asia 

Some  of  the  issues  identified  above  as 
candidate  for  an  APEC  agreement  are  issues 
in  the  GATT  and  the  forthcoming  WTO 
(World  Trade  Organisation).  The  idea  of  a 
"ratcheting  up"  strategy  in  which  APEC 
should  take  up  issues  that  the  Uruguay 
Round  had  dealt  with  but  could  not  reach 
agreement  —  or  even  to  go  beyond  the  scope 
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of  the  existing  multilateral  agreement  --  does 
not  appear  to  have  received  encouraging 
support  from  most  developing  members  for 
fear  that  in  the  regional  forum  they  are  more 
prone  for  pressures  by  the  larger  countries 
than  in  the  global,  multilateral  forum. 

In  addition,  it  should  also  be  borne  in 
mind,  especially  in  the  agenda  setting  of 
APEC  that  each  member  has  a  different  in- 
terest in  APEC  and  different  expectations  of 
what  APEC's  main  function  should  be. 
However,  it  should  be  possible  to  combine  a 
number  of  issues  into  a  coherent  APEC 
agenda.  As  will  be  proposed  here,  APEC 
should  give  equal  attention  to  three  main 
tasks.  The  first  task  is  regional  trade  lib- 
eralisation. The  second  is  trade  and  invest- 
ment facilitation,  and  the  third  is  develop- 
ment cooperation.  These  three  main  tasks , 
should  form  the  agenda  for  APEC  as  recom- 
mended in  the  EPG  Report.  What  needs  to 
be  stressed  here  is  that  the  one  task  cannot  be 
pursued  in  isolation  from  the  other;  they  are 
interdependent.  Indonesian  officials,  for  in- 
stance, have  made  it  clear  that  development 
cooperation  programs  are  necessary  in  order 
that  the  weaker  countries  could  increase 
their  capabilities  that  enable  them  to  partic- 
ipate more  fully  in  regional  trade  liberalisa- 
tion exercises.  {Jakarta  Post,  29  April  1994). 

On  regional  trade  liberalisation,  Suhadi 
Mangkusuwondo  (1994)  is  of  the  view  that 
Indonesia  would  not  be  supportive  of  the 
idea  of  an  APEC-wide  preferential  trading 
arrangement.  One  reason  is  political.  How- 
ever, more  importantly  is  the  view  that  the 
essential  part  of  the  APEC  process  is  the  en- 
couragement of  unilateral  liberalisation  that 
thus  far  has  been  the  key  to  the  region's  eco- 
nomic dynamism.  Thus,  the  question  is  how 
APEC  could  promote  an  environment  that 
could  sustain  unilateral  liberalisation  by 


members,  which  by  its  nature  are  non- 
discriminatory, are  applied  on  MFN  basis, 
and  therefore  are  entirely  GATT-consistent. 
In  addition,  this  does  not  require  negotia- 
tions. The  wisdom,  practicality,  and  feasibil- 
ity of  this  strategy  have  been  outlined  by 
Ross  Garnaut  (1994).  This  is  also  entirely 
consistent  with  the  meta-regime  for  Asia  Pa- 
cific economic  cooperation  that  has  evolved 
over  the  past  15  years  or  so,  and  manifested 
in  the  concept  of  "open  regionalism". 

Aggarwal  (1993)  identified  four  schools 
of  thought  here,  of  which  the  currently  dom- 
inant GATT-consistent  school  of  open  re- 
gionalism is  one.  The  three  others  are:  the 
pure  GATT-ists;  skeptics  of  open  regional- 
ism; and  lastly,  advocates  of  the  Asian  bloc. 
The  pure  GATT-ists  are  of  the  view  that 
APEC  would  undermine  GATT  and  that 
such  regional  arrangement  would  foster  a 
fragmentation  of  the  world  economy  into 
competing  economic  blocs.  Advocates  of  the 
Asian  bloc  already  see  the  trend  towards  re- 
gional blocs  with  the  further  expansion  of 
the  European  Union  and  the  NAFTA. 

The  proponents  of  open  regionalism 
adopt  a  view  of  MFN  which  has  been  termed 
"inclusive  MFN"  where  non-members  can 
obtain  the  same  benefits.  This  is  distinct 
from  an  "exclusive  MFN"  that  is  the  GATT 
norm,  in  which  MFN  is  required  only  for 
members.  In  addition,  the  norm  of  reciproci- 
ty is  diffuse  (general  give  and  take)  rather 
than  specific  (direct  balancing  of  benefits). 
Skeptics  of  open  regionalism  have  argued 
that  permitting  diffuse  instead  of  specific 
reciprocity  will  allow  potential  free-riders  to 
benefit  from  APEC  liberalisation.  Fred 
Bergsten  (1994)  argued  that  the  principle  of 
inclusive  MFN  should  be  replaced  by  a 
"temporarily  conditional  MFN"  which  uses 
the  negotiating  leverage  available  to  APEC 
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because  of  its  large  economic  weight  to  ob- 
tain maximum  liberalisation  around  the 
world.  The  issue  of  how  "free  trade  in  the 
region"  will  be  achieved  will  need  to  be  set- 
tled soon  by  APEC  members.  However, 
APEC  should  not  become  a  single-issue 
organisation;  trade  liberalisation  should  not 
be  the  only  agenda  of  APEC. 

In  view  of  this  discussion,  APEC's  in- 
stitutional structure  can  be  simple.  It  has 
already  established  a  Committee  on  Trade 
and  Investment  (CTI)  that  could  further  pro- 
mote activities  that  support  trade  and  invest- 
ment liberalisation.  A  second  committee,  the 
Committee  for  Economic  Trends  and  Issues 
(CETI)  could  be  established  and  would  focus 
on  the  more  structural  issues  affecting  trade 
and  investment  flows  in  the  region.  A  third 
committee,  the  Committee  for  Development 
Cooperation  (CDC)  would  provide  an  um- 
brella and  give  greater  focus  to  the  APEC 
work  projects  that  thus  far  appear  to  lack  a 
coherent  developmental  objective.  This 
balanced  three-legged  structure  can  accom- 
modate the  interests  of  APEC's  diverse 
members.  Finally,  all  members  should  ac- 
cept the  fact  that,  as  shown  by  Aggarwal 
also,  the  APEC  regime  will  be  a  weak  re- 
gime. It  is  weak  because  of  the  region's 
diversity  and  because  it  is  market  driven. 

Be  that  as  it  may,  it  is  useful,  and  per- 
haps, necessary  for  APEC  to  have  a  vision. 
A  vision  gives  its  participants  a  sense  of  di- 
rection, a  sense  of  mission,  and  a  basis  for 
drafting  a  common  blueprint.  Since  Novem- 
ber 1993  APEC  has  begun  to  develop  a  vi- 
sion of  "free  and  open  trade  in  the  Asia  Pa- 
cific", based  on  the  recommendation  of  the 
EPG. 

It  is  not  clear  whether  this  vision  has  been 
formally  adopted  by  APEC,  but  in  their 
Economic   Vision   Statement   the  APEC 


Leaders  "welcome  the  challenge  ...  to 
achieve  free  trade  in  the  Asia  Pacific."  This 
is  sufficient  to  get  the  ball  rolling.  More  im- 
portantly, the  EPG  was  asked  to  continue 
with  its  task,  particularly  "to  present  further 
more  specific  proposals  on  how  the  recom- 
mended long-term  vision  might  be  realised" . 

It  is  almost  certain  that  the  APEC  Vision 
of  free  and  open  trade  in  the  region  in  the 
year  2020  will  be  endorsed  by  APEC  minis- 
ters and  leaders  in  their  coming  meeting  in 
Indonesia  in  November  1994.  Perhaps  they 
will  not  dwell  on  the  details  as  to  how  free 
and  open  trade  will  be  achieved  and  will 
leave  this  to  further  deliberations.  It  is  cer- 
tain, however,  that  the  question  of  a  dif- 
ferent pace  for  the  developing  countries  will 
be  addressed  since  its  importance  has  been 
indicated  by  President  Soeharto  {Jakarta 
Post,  18  September  1994).  There  are  other 
important  principles  to  achieving  free  trade 
in  the  region  that  may  or  may  not  be  settled 
at  the  meetings  in  Indonesia.  It  may  be  use- 
ful to  examine  them  in  relation  to  the  various 
possible  ways  to  achieving  the  APEC  Vision. 

To  begin  with,  it  may  be  useful  to  define 
what  constitutes  free  and  open  trade  in  the 
region.  Is  it  realistic  to  expect  that  tariffs  and 
non-tariff  barriers  be  totally  eliminated?  If 
Singapore  is  taken  as  an  example  of  a  coun- 
try that  virtually  practices  free  and  open 
trade,  the  following  criteria  can  be  offered: 
(a)  that  99  per  cent  of  tariff  lines  under  the 
nine-digit  Harmonised  System  (HS)  level  be 
bound  at  a  zero  rate;  (b)  that  the  average 
MFN  tariff  rate  not  exceed  0.5  per  cent  and 
that  import  tariffs  be  imposed  only  for 
health,  social  and  environmental  purposes; 
(c)  that  NTBs  (only  in  the  form  of  import 
bans)  be  applied  only  for  reasons  of  national 
and  public  security  as  well  as  environmental 
protection;  and  (d)  that  the  services  sectors 
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be  fully  open-  with  an  allowance  for  the 
imposition  of  very  limited  restrictions  for 
reasons  mentioned  above.  Singapore  has 
reached  this  degree  of  openness  through  uni- 
lateral liberalisation. 

The  immediate  question  is  whether 
APEC  should  from  the  outset  agree  on  a  set 
of  criteria  of  free  and  open  trade  in  the  re- 
gion and  how  this  can  be  negotiated.  The 
answer  may  depend  on  the  modality  for 
achieving  free  and  open  trade  in  the  region 
that  will  be  agreed  upon  by  APEC.  The  fol- 
lowing is  brief  examination  of  the  various 
options. 

The  first  option  (Option  I)  amounts  to  an 
APEC  support  for  continued  unilateral  lib- 
eralisation by  its  members.  Consultation,  co- 
operation and  trade  facilitation  efforts 
among  APEC  members  could  help  ensure' 
that  they  fulfill  their  Uruguay  Round  lib- 
eralisation commitments.  APEC  could  then 
encourage  its  members  to  accelerate  im- 
plementation of  their  commitments  and 
undertake  further  liberalisation  beyond  their 
Uruguay  Round  commitments.  Here,  peer 
pressure  will  be  the  main  instrument.  Per- 
haps this  approach  will  be  accompanied  by 
some  commonly  agreed  progressive  liberal- 
isation schedule  which  functions  as  a  guid- 
ance for  members'  unilateral  liberalisation 
efforts.  This  option  can  be  seen  as  the  "soft- 
est" approach  towards  free  and  open  trade 
in  the  region. 

The  second  option  (Option  II)  is  a  modal- 
ity for  regional  trade  liberalisation  which  has 
been  originally  conceived  of  by  the  pro- 
ponents of  the  concept  of  "open  regional- 
ism". Under  this  modality  APEC  initiates 
concerted  reduction  of  barriers  and  extends 
this  regional  liberalisation  to  non-members 
on  an  unconditional  MFN  (most  favored  na- 
tion) basis.  This  approach  can  be  imple- 


mented on  a  sector-by-sector  basis.  The 
main  issue  here  is  on  the  selection  of  sectors 
to  be  included  in  this  regional  initiative. 

The  third  option  (Option  III)  is  that  of  a 
free  trade  area  (FT A)  in  which  APEC 
members  negotiate  and  implement  regional 
liberalisation  under  Article  24  of  the  GATT. 
It  has  been  made  clear  at  the  time  of  its 
establishment  in  1989  that  APEC  will  not  be 
transformed  into  a  trading  bloc  and  there- 
fore, this  option  cannot  be  considered  unless 
APEC  leaders  return  to  the  drawing  board 
and  seek  a  new  consensus. 

The  EPG  has  offered  an  approach  to- 
wards free  and  open  trade  in  the  region 
(EPG  Option)  which  includes  Option  I  and 
some  mixture  of  Options  II  and  III.  The 
EPG  proposal  strongly  supports  further  uni- 
lateral liberalisation.  This  is  clearly  stated  in 
pages  27,30  and  42  of  the  EPG's  Second  Re- 
port (APEC,  1994).  In  addition,  it  proposes 
that  members  undertake  regional  liberalisa- 
tion -  called  APEC  liberalisation  -  that  can 
be  extended  to  non-members  only  on  a  mutu- 
ally reciprocal  basis  (page  30).  It  further  sug- 
gests that  individual  members  can  unilateral- 
ly extend  its  APEC  liberalisation  to  non- 
members  on  an  unconditional  MFN  basis 
(page  33). 

This  proposal  requires  the  following 
clarification:  if  this  APEC  liberalisation  is 
undertaken  under  Article  24  of  the  GATT 
what  distinguishes  it  from  the  FTA  ap- 
proach? If,  however,  this  APEC  liberalisa- 
tion is  not  undertaken  under  Article  24  of 
the  GATT  isn't  GATT  illegal? 

The  EPG  proposal  also  suggests  a  three- 
way  differentiation  in  the  timetables  in 
which  the  advanced  economies  eliminate 
barriers  most  rapidly  (10  years),  the  NIEs 
having  an  intermediate  timetable  (15  years) 
and  the  developing  members  eliminate  their 
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barriers  over  a  20- year  period  (page  40). 
What  is  left  ambiguous  here  is  whether  dur- 
ing the  process  there  will  or  will  not  be  discri- 
mination amongst  APEC  members.  The  Re- 
port recommends  that  "flexible  implementa- 
tion" should  become  a  principle  in  carrying 
out  APEC's  liberalisation  in  the  sense  that 
members  liberalising  at  a  pace  slower  than 
the  general  liberalisation  schedule  will  not 
receive  reciprocal  benefits  (page  43).  If  this  is 
applied  the  region  may  end  up  with  a  scheme 
that  contains  a  three-stage  FTA.  In  a  recent 
APEC  meeting  in  Yogyakarta  Fred  Berg- 
sten,  EPG's  Chairman,  stated  for  the  record 
that  the  EPG  proposal  for  liberalisation 
among  APEC  members  was  on  an  MFN 
basis  (non-discrimination). 

Other  options  can  be  devised.  In  the  final 
analysis,  however,  the  fundamental  ques- 
tions that  our  APEC  leaders  are  confronted 
with  are  the  following: 

(1)  is  the  region  only  ready  to  accept  Option 
I  or  is  it  willing  to  go  beyond  this  and 
undertake  negotiated  regional  trade  lib- 
eralisation? 

(2)  should  regional  trade  liberalisation  be 
extended  to  non- members  on  an  uncon- 
ditional (Option  II)  or  unconditional 
MFN  basis  (Option  III  and  the  EPG  Op- 
tion)? 

Unless  these  questions  are  unambiguous- 
ly answered  it  will  not  be  easy  to  agree  on  the 
modality  to  achieving  APEC  Vision  of  free 
and  open  trade  in  the  region.  It  seems  that 
there  is  as  yet  no  consensus  within  APEC  on 
those  issues.  Even  within  ASEAN  there  is  a 
wide  divergence  of  views.  Indonesian  Minis- 
ter Moerdiono  recently  explained  to  Presi- 
dent Soeharto  that  free  trade  in  the  region 
means  free  trade  that  would  benefit  all  coun- 
tries in  the  world  and  not  free  trade  among 
APEC  members  only  (Kotnpas,  1  September 


1994).  This  means  that  APEC  liberalisation 
should  be  extended  to  non-members  on  an 
unconditional  MFN  basis. 

Malaysia's  Prime  Minister  Mahathir  also 
strongly  opposed  the  creation  of  a  trade  bloc 
(Jakarta  Post,  18  September  1994).  How- 
ever, Singapore's  Prime  Minister  Goh  Chok 
Tong  believed  that  APEC  liberalisation 
should  be  extended  to  non-members  only  on 
the  basis  of  reciprocity  or  conditional  MFN 
(Jakarta  Post,  8  September  1994).  In  view  of 
this  it  is  not  surprising  that  in  their  recent 
meeting  President  Ramos  of  the  Philippines 
and  Thailand's  Prime  Minister  Chuan  pro- 
posed that  an  informal  meeting  of  ASEAN 
heads  of  governments  be  held  prior  to  the 
APEC  leaders  meeting  to  formulate 
ASEAN' s  common  position  on  APEC's 
future  development  (Jakarta  Post,  10  Sep- 
tember 1994).  This  is  certainly  in  ASEAN' s 
own  interest  but  it  will  also  be  critical  to 
APEC's  success. 


A  Final  Note 

APEC's  2020  Vision  of  free  and  open 
trade  in  the  region  can  be  achieved  through 
confidence  building  and  workable,  prag- 
matic consensus.  If  the  eight  principles  that 
are  contained  in  the  Report's  Executive 
Summary  are  followed  through  to  their 
logical  consequence,  the  implementation  of 
APEC  trade  and  investment  liberalisation 
can  be  pursued  through  the  "soft  path" 
rather  than  the  "hard  path"  which  involve 
exhortations,  application  of  threats,  discri- 
mination, and  a  lot  of  unproductive  negotia- 
tions. 

The  task  immediately  ahead  for  APEC 
trade  liberalisation  efforts  is  to  ensure  the 
ratification  of  the  Uruguay  Round  outcome 
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and  the  successful  launching  of  the  World 
Trade  Organisation  (WTO),  the  accelerated 
implementation  of  Uruguay  Round  agreed 
liberalisation  by  APEC  members  on  an  un- 
conditional MFN  basis  as  well  as  to  ensure 
the  entry  of  both  China  and  Taiwan  to  the 


WTO  as  founding  members.  And  finally, 
APEC  should  encourage  the  European 
Union  to  work  constructively  with  the  Asia 
Pacific  towards  global  liberalisation.  The 
best  way  to  do  so  is  to  lead  by  example,  not 
needless  confrontation. 
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Regionalism  and  Its  Implications  for 

the  Asia  Pacific* 


Djisman  S.  Simandjuntak 


APEC  is  unique  in  the  history  of  re-, 
gional  cooperation  for  a  number  of 
reasons.  Its  members  represent  an 
extreme  diversity  in  terms  of  civilisation, 
political  systems,  and  stages  of  development. 
To  some  people  it  is  the  rise  of  Asia  that  is 
peculiar  in  what  is  happening  today  in  the 
Asia  Pacific.1  Champions  of  cooperation  in 
politics,  business  and  academia  have  to  in- 
novate a  new  framework  with  a  view  to 
making  APEC  a  tail  wind  rather  than  a  head 
wind  to  the  strong  forces  of  global  integra- 
tion. Such  a  pro-globalisation  regional 
undertaking  is  oftentime  called  open  re- 
gionalism which  is  a  contradictio-in-terminis 
in  the  traditional  vocabulary  of  regional  in- 
tegration.  However,  discontinuity  is  in  the 
nature  of  evolution.  If  Article  XXIV  of 


'Paper  presented  at  the  Third  Southeast  Asia-China 
Dialogue,  Chiangmai,  Thailand,  27-30  October  1994. 

'See  Yoichi  Funabashi,  "The  Asianization  of  Asia" 
in  Foreign  Affairs  72,  no.  5  (November- December 
1993):  75-85. 

2Among  the  attempts  to  conceptualise  open  re- 
gionalism see  Duk-Choong  Kim,  "Open  Regionalism  in 
the  Pacific:  A  World  of  Trading  Blocks?"  American 


GATT  were  to  be  formulated  today,  it 
would  leave  a  wide  room  for  an  experimen- 
tation with  hybrid  schemes. 

The  core  of  this  paper  is  a  discussion  of 
possible  routes  to  open  regionalism.  Before 
doing  so,  however,  the  gigantic  forces  of  in- 
tegration in  the  world  economy  will  first  be 
discussed.  Indicators  of  integration  will  be 
sketched  in  section  two  followed  by  a  specu- 
lation about  the  future  of  the  world  econo- 
my in  terms  of  major  contours.  The  message 
is  clear.  To  remain  open  and  thereby  be  fair 
to  its  surrounding  APEC  has  to  be  creative 
and  cautious  at  the  same  time.  Allowing 
APEC  to  develop  into  a  preferential  area  of 
the  traditional  sort  would  complete  a  defacto 
fragmentation  of  the  world  economy  into 
two  super  blocs  in  the  course  of  which  multi- 
lateralism is  likely  to  be  eroded  rather  than 
strengthened.  The  problem  is  that  a  pref- 
erential arrangement  is  a  very  tempting  idea 
whenever  two  or  more  countries  enter  into  a 
regional  exercise. 

Economic  Review,  AEA  Papers  and  Proceedings  82, 
no.  2  (May  1992):  79-83. 
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The  Fall  of  Hostile  Borders 

Theoretically  regional  arrangement  is 
conceived  as  a  second  best  approach  to  liber- 
alisation. Had  unilateral  and  or  multilateral 
initiatives  progressed  effectively  in  bringing 
down  barriers  to  transborder  economic  ex- 
changes, regional  arrangement  would  have 
been  a  redundancy.  In  reality,  however, 
hysteresis  seems  to  have  afflicted  regional- 
ism. The  mutation  of  the  European  Commu- 
nities into  an  economic  union,  the  founding 
of  NAFTA  and  AFTA  occurred  at  a  time 
when  the  Uruguay  Round  was  approaching 
its  conclusion.  Indeed,  the  idea  of  free  trade 
as  a  possible  component  of  APEC  was 
floated  for  the  first  time  after  the  conclusion 
of  the  Uruguay  Round,  though  the  basic 
idea  about  free  trade  in  this  region  with  a 
more  limited  country  coverage  had  been 
floated  several  times.  An  ASEAN- US  FTA 
is  mentioned  as  the  ultimate  goal  of  the 
Framework  Agreement  recommended  in  the 
executive  summary  of  the  ASEAN-US  Ini- 
tiatives Report.3  Seen  from  economics  per- 
spectives there  appears  to  be  no  compelling 
reasons  for  the  revival  of  regionalism.  A 
number  of  forces  have  been  working  to- 
gether in  a  unique  way  to  give  worldwide  in- 
tegration a  very  good  chance. 

Many  governments  in  the  developing 
world  have  dissociated  themselves  from  the 
inward- looking  policy  of  the  1960s  and 
1970s  though  the  reasons  for  doing  so  vary 
from  one  country  to  another.  In  the  case  of 
ASEAN  countries  it  was  the  decline  in  oil 
price  in  early  1982  that  forced  governments 

3See  Seiji  Naya,  Kernial  S.  Sandhu,  Michael  Plum- 
mer  and  Narangchai  Akrasanee,  ASEAN-US  Initiative, 
Assessment  and  Recommendation  for  Improved  Eco- 
nomic Relations  (Singapore:  Institute  of  Southeast 
Asian  Studies,  1989),  xxx-xxxi. 
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to  adopt  a  new  policy  direction.  In  Latin 
America  policy  change  was  closely  related  to 
debt  restructuring.  The  resulting  policy  con- 
vergence is  striking,  however.  Macroeco- 
nomic  prudence,  marketisation  of  businesses 
which  were  under  government  monopoly  as 
well  as  privatisation  of  some  state  enter- 
prises, lower  trade  barriers  and  an  increas- 
ingly competitive  investment  policy  became 
the  common  features  of  policy  making. 

As  the  reform  leads  to  an  improved  eco- 
nomic performance  it  enjoys  support  among 
a  wider  group  of  constituencies.  To  illus- 
trate, average  growth  rates  of  GDP  in  1990- 
1993  were  substantially  higher  in  China, 
Malaysia  and  Indonesia  than  in  1986-1989 
and  the  previous  10  years.  Mexico  and  Chile 
exhibited  a  stronger  growth  of  GDP  in  the 
seven  years  period  ending  in  1993  than  the 
decade  ending  in  1985.  The  demonstration 
effects  of  this  improved  performance  inspire 
other  the  developing  countries  such  as  India 
to  consider  policy  change  of  their  own.  In- 
deed, a  lasting  reform  in  Southeast  Asia  and 
Latin  Ameria  will  make  it  a  necessity  for 
developing  countries  in  other  parts  of  the 
world  to  swim  with  the  current  of  economic 
reform  given  that  isolation  has  become  a 
non-option. 

Another  impetus  to  globalisation  origi- 
nates in  the  collapse  of  centrally  planned 
economies.  This  collapse  did  not  occur  all  of 
a  sudden.  Since  the  mid-1960s  signs  of 
eroding  performance  had  been  apparent  in 
these  economies.  The  imperative  or  man- 
datory planning  could  only  work  in  solving 
simple  quantity  equations.  It  sows  its  own 
demise  in  that  it  perpetuates  a  simple  struc- 
ture of  supply  at  a  time  when  consumers 
look  for  a  more  diversified  bundle  of  goods 
and  services.  The  search  by  economists  and 
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politicians  including  Mikhail  Gorbachev,  for 
"market  socialism"  led  to  no  where.  What  is 
needed  is  a  systemic  change  rather  than  an 
internal  reform  of  centralism.  Such  a  turn 
around  requires  among  other  things  an  in- 
tegration with  the  world  economy  which  can 
serve  as  a  source  of  policy  ideas,  physical 
capital,  financial  resources  and  human 
capital  on  the  one  hand  and  as  a  more  attrac- 
tive market  for  the  few  goods  and  services  in 
which  the  reforming  economy  enjoys  an  in- 
ternational advantage. 

First  mover  in  this  respect  is  China  which 
in  the  course  of  the  last  15  years  has  aban- 
doned some  of  the  worst  disincentives  of 
economic  centralism  with  an  astonishing  re- 
sult. China  seems  to  have  reached  a  point  of 
no  return  as  far  as  its  integration  with  the 
world  economy  is  concerned.  In  fact,  it  has 
nowadays  been  an  addictive  habit  to  portrait 
China  as  an  emerging  superpower  in  spite  of 
the  ambiguous  position  taken  by  its  govern- 
ment on  issues  such  as  that  of  private  owner- 
ship.4 The  opening  of  Vietnam  occurred 
with  a  considerable  delay.  However,  the  re- 
sult has  also  turned  out  to  be  impressive 
which  in  turn  will  facilitate  a  durable  sup- 
port to  a  deeper  opening.5  The  situation  in 
East  Europe  has  sofar  turned  out  to  be  a  sad 
story.   The  combined   GDP   of  Central 
Europe  in  1993  was  27  per  cent  smaller  than 
in  1989  and  that  of  former  Soviet  Union  and 
the  Baltic  states  was  sliced  by  no  less  than  38 
per  cent  in  the  same  period.  Inflation  rate  in 
the  former  Soviet  Union  was  more  than 

4See  for  example  William  H.  Overholt,  China:  The 
Next  Economic  Superpower  (London:  Weidenfeld  & 
Nicolson,  1993). 

^Vietnam's  macroeconomic  performance  has  been 
strong  and  improving  in  recent  years.  See  Asian  Devel- 
opment Bank,  Asian  Development  Outlook  (Manila, 
1993):  125-129. 


1,200  per  cent  in  1992  and  1993  though  it  is 
expected  to  go  down  to  457  per  cent  in  1994 
and  83  per  cent  in  1995. 6  Reform  is  very  dif- 
ficult to  sell  to  public  under  these  circum- 
stances. Nevertheless,  three  points  need  to  be 
made  at  this  juncture.  First,  the  emergence 
of  private  enterprises  through  the  removal  of 
entry  barriers  and  privatisation  can  be  seen 
as  a  foundation  for  future  growth.  Second, 
the  plague  has  tended  to  ameliorate.  Third, 
proximity  of  these  transitional  economies  to 
the  two  centres  of  the  world  economy  may 
soon  turn  out  to  be  a  unique  asset.  Their 
western  part  can  hope  to  benefit  from  in- 
tegration with  Western  Europe  while  their 
eastern  part  integrates  with  Asia  Pacific. 
While  policy  reversal  is  possible,  especially 
in  Russia,  its  probability  of  occurence  does 
not  seem  to  be  higher  than  that  of  a  lasting 
reform.7 

Policy  changes  in  the  developed  countries 
are  more  difficult  to  judge  in  terms  of  their 
impacts  on  the  degree  of  world  integration. 
On  the  one  hand  the  financial  system  in  these 
economies  was  subject  to  sweeping  reforms 
in  the  1980s  with  the  obvious  consequence  of 
a  deepened  integration  of  the  world  financial 
system.  Rapidly  growing  services,  notably 
telecommunication  and  transportation  were 
deregulated  or  privatised  in  the  course  of 
which  transborder  flows  of  services  and 
capital  were  given  a  strong  push.  While  co- 
ordination has  remained  elusive,  macro- 
economic  policy  dialogue  has  occurred  more 
often  which  occasionally  brought  about  a 
surprising  result  such  as  the  exchange  rate 
realignment  in  1985.  On  the  other  hand,  the 


6IMF,  World  Economic  Outlook,  May  1994. 

7See  Daniel  Yergin  &  Thane  Gustafson,  Russia  2010 
and  What  it  Means  for  the  World  (New  York:  Random 
House,  1994). 
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leaning  toward  managed  trade  persists. 
Though  not  primarily  meant  as  an  instru- 
ment of  protection  the  deepening  of  integra- 
tion within  the  European  Union  and  the  for- 
mation of  NAFTA  in  North  America  imply 
an  improved  treatment  of  intra- regional 
trade  in  these  two  areas.  Cases  of -counter- 
vailing and  antidumping  investigation  in- 
creased strongly.  In  the  United  States,  for 
example,  the  number  of  antidumping  inves- 
tigations in  1991/1992  and  1992/1993  was 
substantially  higher  than  the  average  number 
in  the  whole  of  1980s.  Outstanding  counter- 
vailing duty  orders  tended  to  fluctuate  but 
averaged  85  a  year  between  July  1982  and 
July  1993. 8  Having  finally  discovered  the 
damaging  effects  of  voluntary  export  re- 
straints the  United  States  has  innovated  a 
new  trade  policy  instrument  which  is  called 
"Voluntary  Import  Expansion"  and  aimed 
at  an  expanding  export  rather  than  a  sup- 
pressed import  from  the  viewpoint  of  im- 
posing country.  Trade  dispute  has  indeed 
become  a  permanent  feature  of  the  bilateral 
US- Japan  relation  in  recent  years. 

In  their  relations  with  developing  coun- 
tries both  Western  Europe  and  the  United 
States  have  campaigned  for  the  linkaging  of 
development  assistance  and  trade  on  the  one 
hand  with  an  array  of  fundamental  issues 
such  as  human  rights,  workers'  rights, 
democratisation,  defence  spending  and  en- 
vironmental protection  on  the  other.  The 
potential  disintegration  that  can  arise  from 
this  unmanageable  linkaging  of  issues  is 
scary.  However,  it  is  highly  impractical 
technically  speaking.  Hence,  governments 
are  more  likely  to  deal  with  these  emerging 
issues  in  their  own  respective  merits  rather 
than  mixing  them  with  trade  and  investment 

8GATT,  Trade  Policy  Review  Mechanism  (Geneva: 
United  States,  1994),  51-64. 


issues  in  an  unproductive  way.9 

Worldwide  integration  must  have  been 
harmed  by  managed  trade  in  one  way  or  the 
other.  However,  other  forces  of  integration 
have  more  than  compensated  the  negative  ef- 
fects of  managed  trade  as  will  be  discussed 
later.  What  is  more,  the  leaning  toward 
managed  trade  cannot  obscure  the  general 
commitment  of  developed  countries  to  open 
trade.  The  agreements  reached  in  the 
Uruguay  Round  on  market  access  increases, 
services  liberalisation,  TRIMS,  TRIPS,  the 
strengthening  of  rules  and  the  establishment 
of  WTO  may  have  not  been  as  progressive  as 
some  people  expect.  Nevertheless,  they  do 
indicate  an  enduring  commitment  to  multi- 
lateral liberalisation  among  an  increased 
number  of  governments.  Assuming  an  effec- 
tive implementation,  these  agreements  will 
result  in  a  changed  structure  of  comparative 
advantages  among  economies.  Beyond  the 
trade  effects  which  are  usually  seen  as  the 
prime  benefit  of  trade  liberalisation,  cross- 
border  flows  of  investment  can  be  expected 
to  increase  further.  In  other  words,  policy 
changes  in  the  developed  economies  do  still 
work  in  favour  of  integration  in  spite  of 
managed  trade  and  the  heating  disputes  as- 
sociated with  it. 

Private  Sector's  Roles  in  Worldwide 
Integration 

Before  turning  to  APECs  alternative 
modes  of  cooperation  a  brief  discussion  of 
integration  as  it  is  perceived  and  vigorously 

'Robert  Z.  Lawrence,  Labor  Market  Performance 
and  Standards  in  the  OECD:  The  Concern  about 
Globalization.  Paper  presented  at  "The  Informal  Policy 
Dialogue  on  Globalization  and  Regionalization" ,  or- 
ganised by  the  OECD  Development  Centre,  Paris,  28-29 
April  1994. 
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pursued  by  the  private  sector  is  needed.  This 
is  particularly  true  in  the  context  of  Asia 
Pacific  in  which  a  high  degree  of  integration 
has  occurred  under  the  leadership  of  the 
private  sector. 

There  are  a  number  of  strong  forces  that 
work  favourably  to  worldwide  integration 
other  than  the  reduction  of  artificial  bar- 
riers. Knowledge  about  and  familiarity  with 
close  and  distant  neighbours  appear  to  be  in- 
creasing exponentially  over  times  thanks  to 
an  ever  more  diversified  and  powerful  media 
of  information  transmission  and  processing. 
Awareness  of  the  gap  separating  oneself 
from  a  more  developed  ones  triggers  the  pro- 
cess of  catching  up  in  the  course  of  which  all 
kind  of  channels  of  integration  develop.  The 
continuous   accumulation   of  knowledge 
keeps  adding  to  the  diversity,  capacity,  speed 
and  affordability  of  technologies,  resulting 
in  a  set  of  formidable  forces  of  transborder 
integration  even  with  the  existence  of  arti- 
ficial barriers.  Higher  speed  transportation 
means  with  an  ever  growing  capacity,  ad- 
vances in  information  and  telecommunica- 
tion technologies,  new  materials  with  su- 
perior properties,  advances  in  biotechnology 
and  the  synergistic  combination  of  all  these 
technologies  are  perhaps  the  most  powerful 
engine  of  worldwide  integration. 

Technology  change  necessarily  weakens 
the  comparative  advantage  of  an  economy  in 
industries  where  the  new  technology  is  of  no 
use.  The  result  is  the  familiar  production 
relocation  and  other  forms  of  outsourcing. 
A  number  of  technologies  add  to  the  trade- 
ability  of  goods,  services  including  a  wide 
range  of  human  services,  and  capital.  As 
new  knowledge  and  technology  come  on 
stream,  many  of  the  old  ones  become  a  com- 
modity or  gain  the  property  of  a  public 
good.  Another  impact  of  technology  change 


with  an  important  bearing  on  worldwide  in- 
tegration is  demassification  of  production 
works  which  gives  rise  to  what  may  be  called 
"intra-product"  division  of  labour  across 
borders.  At  the  same  time,  an  ever  growing 
diversity  and  stock  Of  knowledge  limits  the 
effectiveness  of  control  model  of  manage- 
ment. More  and  more  multinationals  have 
shifted  to  a  commitment  model  which  in 
turn  provides  a  fertile  soil  for  cross-border 
cooperation  or  alliance  as  it  is  known  more 
popularly.  In  short,  the  factors  behind 
worldwide  integration  are  much  more 
diverse  than  what  governments  are  doing  in 
trade  and  investment  policy.  Without  dra- 
matic policy  changes,  integration  in  the  Asia 
Pacific  has  proceeded  rapidly. 

Some  statistics  may  help  to  better  under- 
stand the  depth  of  integration  that  has  taken 
place  among  the  Asia  Pacific  economies 
even  in  the  absence  of  regional  arrangement. 
Intra-PECC  export  rose  from  57  per  cent  in 
1970  to  69.7  per  cent  in  1992  while  import 
rose  from  62  per  cent  to  70.4  per  cent  in  the 
same  period.10  Interestingly  it  is  the  United 
States,  Canada  and  Mexico  or  North 
America,  Australia  and  New  Zealand  or 
CER  and  China  in  which  "regionalisation" 
of  trade  increased  the  strongest  while  some 
of  the  fast  growing  Asian  economies,  not- 
ably South  Korea  and  Taiwan  were  experi- 
encing "deregionalisation"  during  this  pe- 
riod of  22  years.  However,  the  fact  remains 
that  intra-regional  trade  has  reached  a  very 
high  level  in  the  Asia  Pacific.  An  increasing 
portion  of  this  trade  is  intra-industry  in 
nature.  Nearly  51  per  cent  of  US  import 
from  and  48  per  cent  of  its  export  to  PECC 
economies  in  1992  were  products  belonging 
to  SITC  7  (Machinery  and  Transportation 
Equipments).  Japan's  intra-PECC  trade  is 

10PECC,  Pacific  Economic  Outlook  1994/1995. 
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clearly  more  asymmetrical.  SITC  7  ac- 
counted for  69  per  cent  of  its  total  export  to 
PECC  but  only  18  per  cent  of  its  import.11 
Within  this  intra-industry  trade  a  growing 
portion  has  occurred  between  related 
firms.  This  brings  us  to  the  issues  of 
foreign  investment. 

The  world  is  currently  populated  by 
around  37,000  transnational  corporations 
(TNCs)  with  200,000  subsidiaries,  controll- 
ing around  $2  trillion  stock  of  inward  in- 
vestment and  a  combined  sales  of  over  $5 
trillion.  Each  year  the  stock  of  investment 
increases  by  around  $200  billion,  strength- 
ening further  the  basis  for  worldwide  in- 
tegration. However,  TNCs  and  their  invest- 
ment are  distributed  in  a  very  uneven  way. 
By  far  the  greatest  number  of  TNCs  ori- 
ginate in  either  Western  Europe  or  the  Asia 
Pacific.  The  same  applies  to  the  subsidiaries. 
In  terms  of  inward  stock  in  1992  these  two 
regions  accounted  for  43  per  cent  and  46  per 
cent  respectively,  and  in  terms  of  outward 
stock  they  accounted  for  52  per  cent  and  47 
per  cent  respectively. 

The  picture  of  foreign  direct  investment 
underwent  some  important  changes  in  recent 
years.  There  was  a  strong  increase  in  invest- 
ment flow  which  peaked  at  $208  billion  in 
1990.  These  was  a  decline  afterward,  but  re- 
covery has  again  occurred  in  1993.  Second, 
Western  Europe  has  gained  a  share  in  out- 
ward stock  rising  to  52  per  cent  and  a  share 
in  inward  stock  increasing  to  43  per  cent  in 
1992  at  the  cost  of  the  Asia  Pacific.  Third, 

"OECD,  Foreign  Trade  By  Commodities  1992,  own 
calculation. 

12See  William  E.  James,  "Changing  Patterns  of 
Trade  in  Goods  and  Services  in  the  Pacific  Region: 
Market- Driven  Economic  Integration",  Business  Eco- 
nomics (April  1994):  14-20. 


within  Asia  Pacific,  China  and  the  United 
States  have  gained  very  strongly  in  terms  of 
inward  stock  while  Japan  has  become  an  im- 
portant source  with  a  worldwide  share  going 
up  from  3.3  per  cent  in  1980  to  13  per  cent  in 
1992.  Some  other  Asian  countries  have  also 
joined  the  club  of  outward  investors  with  a 
combined  share  of  2.7  per  cent  in  1992  com- 
pared to  only  0.3  per  cent  in  1980.  Fourth, 
the  inward  stock  of  direct  investment  has 
generally  increased  very  strongly  in  Asia 
Pacific  economies  between  1980  and  1992. 
China  ranks  highest  followed  by  Thailand, 
Hong  Kong  and  Chile.  But  other  countries 
such  as  Singapore,  the  United  States,  In- 
donesia, Malaysia,  Taiwan  and  Mexico  have 
also  performed  above  world  average.13  This 
wide  network  of  cross  border  investment  and 
the  vast  networks  of  non-equity  inter- firm 
relations  will  work  as  a  strong  force  of  Asia 
Pacific  integration  even  if  governments 
sometimes  find  it  very  difficult  to  agree  on 
certain  issues. 

There  is  another  important  force  of  in- 
tegration in  the  Asia  Pacific  that  needs  to  be 
taken  into  account.  Thanks  to  the  combina- 
tion of  favourable  growth,  political  opening 
and  booming  international  business,  the 
Asia  Pacific  has  experienced  a  fast  growing 
movement  of  people  in  recent  years.  Ob- 
servers are  very  upbeat  about  the  future  of 
transpacific  travel  as  well  as  travel  within 
each  of  the  two  ends  of  the  Pacific.  While 
worldwide  air  travel  is  projected  to  grow  by 
4-5  per  cent  a  year  in  the  next  10  years  or  so, 
Asia  Pacific  is  expected  to  exhibit  an  annual 
growth  rate  of  8-10  per  cent.14  With  this 

l3United  Nations,  World  Investment  Report  1994 
(New  York  and  Geneva,  1994). 

14See  Michael  Mecham,  "Doubling  of  Asia's 
Growth  Will  Strain  Area's  Facilities" ,  in  Aviation  Week 
and  Space  Technology  (June  1,  1992):  20-21. 
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massive  movement  of  people  the  spreading 
of  knowledge  about  different  aspects  of  life 
will  accelerate,  adding  further  to  the  dis- 
covery of  the  economic  potential  of  the  re- 
gion. 

Since  APEC  designs  of  cooperation  are 
meant  to  serve  the  21  st  century,  an  under- 
standing about  future  scenarios  is  impor- 
tant. Some  possibilities  can  at  least  be  men- 
tioned.15 On  the  positive  side  strong  growth 
is  likely  to  sustain  in  China  and  the  ASEAN- 
4,  thanks  to  the  learning  process  they  have 
gone  through  over  the  last  decade.  The  NIEs 
may  experience  a  decelerating  growth,  but 
are  likely  to  enjoy  a  higher  growth  relative  to 
other  countries  with  similar  income  level.  In- 
dochina, especially  Vietnam  may  join  the 
"flying  geese  formation".  The  same  applies 
to  Far  East  Russia  which  can  serve  as  one  of 
the  most  important  suppliers  of  industrial 
resources  to  the  Asia  Pacific.  Speculating  on 
the  future  of  growth  in  the  United  States  and 
Japan  is  more  difficult.  On  the  one  hand, 
long  term  trends  of  economic  growth  has 
tended  to  decelerate  since  the  1960s.  On  the 
other  hand,  long-term  rebounding  is  not 
totally  impossible.  The  United  States  has 
recently  experienced  a  strong  growth.  The 
new  growth  theory  which  centres  on  human 
capital  rather  than  physical  capital  argues, 
indeed,  that  permanent  growth  is  conceiv- 
able thanks  to  the  disputable  existence  of  in- 
creasing returns  of  certain  components  of 
the  human  capital.  In  other  words,  Asia 
Pacific  does  have  a  chance  to  maintain  a 
vigorous  growth  even  beyond  the  year  2000. 

Uncertainty  is  in  the  nature  of  any 
change,  including  economic  development. 


See  Marvin  Centron  and  Owen  Davis,  "Trends 
Shaping  the  World",  Futurist  (September-October 
1991):  11-21. 


Asia  Pacific  is  by  no  means  an  idyllic  region. 
Given  its  extreme  diversity,  the  region  con- 
tains an  enermous  potential  of  disputes.  The 
occidental  values  may  indeed  clash  with 
Asian  values  while  the  two  sub-regions  deal 
with  sensitive  issues  such  as  the  linking  of 
trade  and  investment  with  human  rights, 
democratisation,  workers'  rights  and  envi- 
ronment. Asians  are  much  more  reserved 
than  North  Americans  to  include  "behind- 
border  issues"  in  trade  and  investment  talks 
and  negotiations.  The  most  dramatic  dispute 
on  current  trade  is  in  fact  waged  between  the 
two  key  economies  in  the  Asia  Pacific. 
Should  this  dispute  become  a  never  ending 
story  in  spite  of  GATT  and  APEC,  pro- 
ponents of  a  separate  grouping  in  Asian 
Western  Pacific  may  gain  in  popularity.  Fur- 
thermore, ;>ome  Asian  countries  still  live  in  a 
prolonged  transition  which  may  end  as  a  sad 
story  with  possible  spillovers  on  their  respec- 
tive neighbours.  China  is  prominent,  but  not 
the  only  in  this  respect.  Even  some  borders 
are  yet  to  be  settled  in  some  parts  of  Asia. 
Notwithstanding  the  strong  glues  resulting 
from  the  ever  growing  interdependence  of 
their  economies,  pragmatism  and  gradual- 
ism should  be  among  the  core  features  of 
Asia  Pacific  regional  cooperation. 


Alternative  Modes  of  APEC's  Trade 
and  Investment  Cooperation 

Like  all  regional  groupings  APEC  is  an 
evolutionary  process.  The  European  Union 
was  not  built  in  one  day.  Indeed,  united 
Europe  as  a  vision  has  lasted  more  than  a 
thousand  years.  Tens  of  European  regional 
initiatives  emerged  and  dissapeared  in  the 
first  two  decades  of  this  century,  stumbling 
on  political  rivalry  and  refusal  to  wave  the 
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precious  right  for  MFN.    It  was  a  wish  to 
deprive  war  of  one  of  its  main  ingredients 
that  finally  persuaded  Europeans  to  bring 
coal  and  steel  under  a  regional  management. 
While  the  common  market  was  completed 
ahead  of  schedule,  progress  was  lacking  be- 
tween the  end  of  the  1960s  and  mid-1980s 
apart  from  the  extension  of  the  common 
market.  Yet,  Europe  or  at  least  Western 
Europe  is  much  more  compact  and  homoge- 
neous compared  to  the  vast  Asia  Pacific  in 
which  history  of  commonalities  is  yet  to  be 
made. 

Before  APEC,  numerous  forums  have 
been  founded  in  the  Asia  Pacific  as  an  out- 
growth rather  as  a  precondition  for  a  flour- 
ishing economic  development.  PECC  is  un- 
doubtedly the  most  comprehensive  among 
them  in  terms  of  membership  and  issues 
covered.  Through  an  extensive  networking 
of  officials,  businessmen  and  researchers  in 
form  of  task  forces  awareness  of  common- 
ality of  interests  and  understanding  of  dif- 
ferences has  been  forged  among  a  widening 
group  of  people.  Visionary  statements  are 
usually  made  during  General  Meeting  which 
is  held  regularly.  From  the  outset  it  was 
agreed  that  any  form  of  regional  coopera- 
tion in  the  Asia  Pacific  should  be  based  on 
opennes  or  non-discrimination.  This  rejec- 
tion of  bloc  formation  is  well  reflected  in  the 
works  of  PECC.  The  Trade  Policy  Forum 
for  example  was  basically  a  supporter  of 
multilateralism  with  the  conclusion  of  the 
Uruguay  Round  being  its  main  concern, 
though  it  later  on  includes  trade  facilitation 
in  its  deliberation. 

Some  businessmen  were  unhappy  about 

l6See  Tribor  Scitovsky,  Economic  Theory  and 
Western  European  Integration  (London:  Allen  &  Un- 
win,  1958). 


the  PECC  process  and  started  asking  for 
concrete  result  in  form  of  business  deals. 
Some  politicians  also  found  PECC  too  slow, 
notably  former  PM  Robert  Hawke  who 
floated  the  idea  of  APEC  as  a  forum  among 
governments.   Malaysia's  Prime  Minister 
Mahathir  Mohammed  proposed  the  forma- 
tion of  EAEG  instead.  This  latter  idea  re- 
ceived a  cool  response  from  Asians  and  a 
fierce  reaction  from  some  Americans.  Ja- 
panese,   whose  position  is  undoubtedly 
crucial  to  any  meaningful  cooperation  in  the 
Asia  Pacific  prefers  to  keep  quiet,  however. 
This  rendezvous  clearly  shows  the  great  dif- 
ficulties involved  in  any  search  for  a  mean- 
ingful consensus  on  regionalism  in  Asia  Pa- 
cific. 

In  terms  of  substance  APEC's  trade  and 
investment  cooperation  which  is  aimed  pri- 
marily at  freer  flows  of  trade  in  goods,  ser- 
vices and  investment  can  take  different 
modalities.  One  of  the  most  obvious  modali- 
ty is  to  strengthen  APEC  as  an  active  lobby 
for  multilateralism.  It  was  perhaps  the  pro- 
gress made  in  the  GATT  to  progressively  cut 
tariffs  rather  than  the  progress  of  European 
regionalism  that  enabled  Europe  to  recover 
from  the  damages  afflicted  by  the  two  world 
wars.  As  conditions  normalised  in  the  sense 
of  Western  Europe  losing  the  privilege  of  be- 
ing granted  more  favourable  treatment  by 
the  United  States  compared  to  what  they  of- 
fered  in   return,    preferential  treatment 
among  each  other  seems  to  have  helped 
forge  an  inward  orientation  among  Euro- 
pean businessmen.  In  contrast,  Japan  has 
firmly  adhered  to  a  global  orientation  with 
the  well-known  result  of  Japan  attaining 
global  excellence  in  one  industry  after  an- 
other. Taiwan,  South  Korea  and  Singapore 
are  likely  to  repeat  what  Japan  has  ac- 
complished. 


REGIONALISM  AND  ITS  IMPLICATIONS 

This   comparison   between  Western 
Europe  and  Japan  should  lead  one  to  the 
belief  that  global  trade  is  a  better  trade.  This 
is  increasingly  so  in  view  of  the  fact  that  the 
flows  of  ideas,  goods  and  services  are  occur- 
ring at  a  higher  speed,  declining  costs.  Under 
such  circumstances  global  factor  and  goods 
markets  are  necessarily  larger  than  even  the 
largest  regional  market.  What  is  a  question- 
able is  the  need  for  an  APEC  or  any  other 
regional  forum  which  is  primarily  designed 
as  a  force  for  multilateralism.  Such  an  idea  is 
not  void  of  substance,  however.  When 
Europe  was  the  growth  centre  of  the  world  it 
was  there  where  most  trade  disputes  occur- 
red. It  was  also  there  where  the  foundation  of 
multilateralism  was  laid  down,  namely  dur- 
ing the  Berlin  Conference.  Given  the  ascen- 
sion of  Asia  Pacific  to  the  centre  of  world 
growth,  it  will  also  be  in  this  region  where 
the  most  heated  trade  and  investment  dis- 
putes are  going  to  be  fought,  the  settlement 
of  which  is  best  sought  within  a  multilateral 
framework.  Therefore,  Asia  Pacific  will 
have  more  and  more  reasons  to  care  for  a 
durable  multilateralism.  Meetings  among 
senior  officials,  ministers  and  leaders  can  be 
very  instrumental  to  keeping  commitment 
alive  to  multilateralism  and  to  build  confi- 
dence about  its  ability  to  spread  the  fruits  of 
development  across  the  globe.  GATT  1994 
and  the  WTO  are  only  an  episode  in  multi- 
lateralism. Even  under  the  best  scenario  of 
their  implementation  a  lot  more  are  yet  to  be 
done  in  terms  of  trade  and  investment  liber- 
alisation. An  obvious  challenge,  for  exam- 
ple, is  how  to  get  rid  of  "tariff  peaks"  which 
are  found  in  all  tariff  schedules  as  a  step 
toward  a  uniform  protection. 

Unilateral  liberalisation  is  clearly  the 
most  tangible  progress  in  the  evolution  of 
trade  and  investment  policy  making  in  the 
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Asia  Pacific  of  the  last  decade  or  so.  Reci- 
procity was  not  in  the  mind  of  China,  In- 
donesia or  Malaysia  when  they  relaxed  their 
respective  trade  and  investment  policy.  The 
record  »sofar  has  been  good  in  that  the  steps 
taken  have  resulted  in  an  improved  trade 
balance  rather  than  the  other  way  around. 
However,  there  are  some  reasons  to  doubt 
on  the  long-term  sustainability  of  unilateral 
liberalisation  in  a  country  where  domestic 
market  is  large  or  perceived  to  be  so. 

First,  as  the  most  restrictive  and  con- 
troversial parts  of  trade  and  investment 
measures  have  been  removed,  the  incentive 
for  deepening  liberalisation  is  likely  to 
weaken,  partly  because  of  the  smaller  gains 
associated  with  a  liberalisation  which  starts 
from  an  aueady  low  level  of  protection.  Sec- 
ond, as  domestic  market  gets  larger,  policy 
makers  are  more  likely  to  require  reciprocity 
while  dealing  with  trade  and  investment 
issues,  especially  if  reciprocators  enjoy  the 
upper  hand  elsewhere.  Third,  unilateral  con- 
cessions are  vulnerable  to  changing  mood  of 
policy  makers  who  can  come  and  go  any- 
time. Hence,  in  an  interdependent  world 
complementary  institutions  are  needed  to 
reduce  the  uncertainty  associated  with  uni- 
lateral concessions.  The  best  complement 
one  can  conceive  of  is  multilateral  liberalisa- 
tion. Therefore,  APEC  can  contribute  to  the 
prosperity  of  its  members,  if  it  can  function 
as  a  champion  of  multilateralism  on  the  one 
hand  and  as  a  facilitator  of  unilateral  initia- 
tives on  the  other. 

"Inter- regional"  cooperation  or  net- 
working between  sub-regional  groupings  can 
also  be  an  element  in  any  APEC  design.  Be- 
fore APEC  existence,  sub- regionalism  has 
flourished  in  the  Asia  Pacific.  Australia  and 
New  Zealand  have  long  sought  to  integrate 
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their  economies,  first  under  NAFTA  (New 
Zealand-Australia  Free  Trade)  which  failed 
to  pass  the  test  of  Article  XXIV  of  the 
GATT  and  more  recently  under  ANZCER- 
TA.  AFTA  and  NAFTA  are  also  facts  of  life 
APEC  has  to  live  with.  A  number  of  new 
sub- regional  groupings  in  continental  South- 
east Asia  and  Northeast  Asia  are  currently 
under  discussion.17  No  one  can  deny  these 
groupings  the  rights  of  existence.  However, 
because  of  this  potential  for  the  proliferation 
of  sub-regional  groupings  it  will  be  the  more 
important  for  Asia  Pacific  to  caution  against 
exclusive  trade  and  investment  blocs  irre- 
spective of  geography  and  stages  of  eco- 
nomic development.  Even  existing  regional 
groupings  are  well  advised  not  to  perpetuate 
the  preferential  margin  they  now  plan  to 
grant  to  their  respective  members.  The  dif- 
ficult question  is  the  extent  to  which  APEC 
can  be  instrumental  to  keeping  sub- regional 
groupings  consistent  with  the  foundation  of 
open  regionalism,  namely  loyalty  to  non- 
discrimination. APEC  would  become  a  very 
bad  example,  if  it  is  navigated  to  the  port  of 
a  preferential  area  of  its  own.  On  the  other 
hand,  a  clear  commitment  of  APEC  leaders 
to  an  open  trade  as  may  be  reflected  in  a 
prompt  fulfillment  of  the  commitments 
made  in  the  Uruguay  Round  would  make 
sub-regional  grouping  less  compelling.  As 
the  process  goes  on  leaders  in  the  existing 
sub-regional  groupings  may  see  the  merits  of 
withdrawing  the  most  discriminatory  ele- 
ments of  their  respective  preferential  ar- 
rangements which  are  likely  to  end  up  in  a 
sub- regional  orientation. 


See  Chia  Siow  Yue,  Subregional  Economic  Zones 
in  the  Asia-Pacific.  Paper  presented  at  "The  4th  Joint 
Research  Conference  on  Asia- Pacific  Relations",  or- 
ganised by  the  Foundation  for  Advanced  Information 
and  Research,  Beijing  14-17  September  1994. 


As  mentioned  ealier  the  temptation  of  a 
preferential  arrangement  is  hard  to  resist  in 
any  regional  exercise.  It  is  nevertheless  sur- 
prising that  the  EPG  in  its  second  report  has 
recommended  a  trade  and  investment  ar- 
rangement which  essentially  is  a  preferential 
trading  area,  considering  the  pledge  made  by 
governments  in  the  region  not  to  enter  into 
an  exclusive  bloc.  According  to  this  report 
APEC  Free  Trade  and  Investment  which  is 
proposed  to  launched  in  2000  will  have  the 
following  basic  features:  (i)  a  transition  of  10 
years  for  developed  countries,  15  years  for 
the  NIEs  and  20  years  for  developing  coun- 
tries; (ii)  regional  reciprocity  in  the  sense  that 
margin  of  preferences  is  to  be  granted  only 
to  countries  who  themselves  are  willing  to 
make  concessions;  (iii)  comprehensive  in 
terms  of  trade  coverage  following  the  devel- 
opment in  the  GATT;  (iv)  conditional  exten- 
sion of  benefits  to  the  rest  of  the  world  as  far 
as  APEC  as  a  group  is  concerned;  and  (v) 
freedom  of  individual  members  to  extend  the 
concessions  made  in  the  framework  of 
APEC  to  the  rest  of  the  world,  conditionally 
or  unconditionally.18 

Announcing  APEC  Free  Trade  at  this 
point  of  time  as  proposed  by  the  EPG  ap- 
pears to  be  unwise  whatever  the  merits  may 
be  of  keeping  alive  the  pressure  for  liberalis- 
ation. First  of  all,  doing  so  will  mean  break- 
ing the  Asia-Pacific  consensus  on  non-dis- 
crimination. Admittedly,  the  principles  of 
non-discrimination  has  already  been  violated 
through  the  adoption  of  CER,  NAFTA  and 
AFTA.  However,  that  precisely  is  part  of  the 
reasons  why  it  was  argued  earlier  that  APEC 
should    encourage   existing  sub-regional 


'"APEC,  Achieving  the  APEC  Vision.  Free  and 
Open  Trade  in  the  Asia-Pacific  (Second  Report  of  the 
Eminent  Persons  Group,  August  1994),  35-49. 
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groupings  to  phase  out  in  stages  existing 
preferential  margins  rather  than  compli- 
cating matter  by  blanketing  existing  sub- 
regional  preferential  arrangements  by  an- 
other layer  of  preferences.  Besides,  size  does 
matter  in  trade  and  investment.  What  is 
good  for  AFTA  or  even  NAFTA  may  turn 
out  to  be  harmful  if  applied  to  a  much  larger 
grouping.  Asia  Pacific  appears  to  be  too  big 
to  fit  into  the  context  of  Article  XXIV  of  the 
GATT. 

Another  important  question  relates  to 
the  readiness  of  APEC's  individual  members 
to  achieve  the  vision  of  free  trade  through  a 
negotiated  preferential  arrangement.  As  was 
touched  upon  earlier,  Japan  has  never  been 
an  enthusiast  in  respect  of  regionalism.  Ma- 
laysia's resistance  against  APEC  at  large  is 
public  knowledge  even  without  preferential 
arrangement.  Indonesia's  experience  with 
regional  integration  has  been  too  short  to 
provide  a  good  lesson  on  how  to  go  about  a 
preferential  APEC  Free  Trade.  China's 
trade  policy  priority  also  does  not  seem  to  lie 
in  regionalism.  Even  the  United  States  with 
its  new  drive  toward  globalism  may  not  be  as 
interested  in  an  early  formation  of  a  pre- 
ferential APEC  Free  Trade  as  it  appears  to 
be  at  first  glance,  unless  it  is  led  to  the  belief 
that  APEC  Free  Trade  can  be  very  instru- 
mental to  settling  its  disputes  with  Japan.  In 
other  words,  pushing  the  idea  of  APEC  as  a 
preferential  trading  area  at  the  present  stage 
of  development  has  a  divisive  potential  which 
may  become  acute  when  officials  negotiate 
on  details. 

Technicalities  constitute  another  serious 
problem.  An  Asia  Pacific  preferential  area 
would  require  a  four- layer  origin  rules  in 
many  member  countries:  one  for  MFN,  one 
for  GSP,  one  for  sub-regional  free  trade  and 


one  for  APEC.  Considering  that  both  NAF- 
TA and  AFTA  are  yet  to  be  implemented,  an 
immediate  addition  of  APEC  may  amount 
to  overstretching  administrative  capacity  in  a 
number  of  countries.  Yet,  little  is  known 
about  the  potential  benefit  of  a  preferential 
trading  arrangement  in  a  region  where  move- 
ments of  factors,  goods  and  services  have  en- 
joyed a  defacto  freedom  and  the  commit- 
ment to  multilateralism  is  getting  stronger. 

Tentative  Conclusions 

The  old  wisdom  of  non- discrimination 
which  so  far  has  spirited  cooperation  exer- 
cises in  the  Asia  Pacific  is  a  kind  of  a  well- 
functioning  antiques.  Without  making  any 
claim  about  contribution,  activists  of  Asia 
Pacific  cooperation  have  proved  to  be  right 
in  their  belief  that  multilateralism  is  still 
alive,  if  highly  imperfect  in  many  ways.  The 
successful  conclusion  of  the  Uruguay  Round 
in  spite  of  its  enormous  issue  coverage  in- 
dicates that  this  route  to  free  trade  and  in- 
vestment is  a  viable  one.  The  same  applies  to 
unilateral  liberalisation  which  in  reality  is  the 
most  tangible  progress  in  trade  and  invest- 
ment policy  making  in  recent  years.  There 
may  be  such  a  thing  as  "logistic  curve"  in 
the  world  of  multilateralism  and  unilateral 
liberalisation.  As  more  and  more  barriers 
have  tumbled,  more  and  more  efforts  may 
be  needed  to  produce  a  certain  level  of  liber- 
alisation. Nevertheless,  the  curve  is  still  posi- 
tively sloped.  Forces  other  than  policy 
change  are  likely  to  create  the  necessary 
pressures  for  continuous  liberalisation,  how- 
ever incremental. 

Technically  speaking  there  is  no  need  for 
a  preferential  trading  area  as  long  as  there  is 
progress  in  multilateralism  and  unilateral 
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liberalisation.  It  is  hysteresis  rather  than  a 
solid  policy  assessment  that  works  behind 
the  recent  proliferation  of  preferential  ar- 
rangement. The  intriguing  question  is  the 
purpose  of  APEC,  if  it  is  primarily  aimed  at 
the   strengthening   of  non-discriminatory 
routes  to  free  trade  and  investment.  The 
challenge  is  tough,  and  the  pleading  as  tried 
in  this  paper  is  unsatisfactory.  Nevertheless, 
an  APEC  which  can  serve  as  a  force  in  keep- 
ing multilerateralism  and  unilateral  liberali- 
sation progressing  on  the  one  hand  and  in  at- 
tenuating the  discrimination  which  is  built  in 
the  existing  sub- regional  arrangements  is 
something  that  the  world  will  increasingly  be 
needy  of  as  it  crosses  into  the  21st  century. 


Ironically,   the  challenge  is  left  un- 
touched, if  one  simply  jumps  to  a  discrimina- 
tory route  as  recommended  by  the  EPG.  An- 
nouncing such  an  initiative  does  not  seem  to 
be  a  big  deal.  Tens  of  similar  initiatives  were 
announced  by  developing  countries  in  the 
three  decades  after  the  announcement  of  the 
EC.  However,  none  ever  took  of  the  ground. 
Dismissing  this  failure  as  an  exclusive  disease 
of  Africa  and  Latin  America  is  simply  too 
heroic.  In  spite  of  the  pro- free  trade  position 
taken  by  all  governments  in  APEC,  stark 
differences  exist  as  to  the  process  of  how  to 
get  to  there.  Any  APEC  design  which  is  not 
sensitive  to  these  differences  is  likely  to  be 
fated  like  a  straw  fire. 


US-Japan  and  China  Relations 
in  the  Asia  Pacific* 


Jusuf  Wanandi 


Introduction 


THE  region,  while  thriving  and  stable 
in  the  near  future,  except  for  the  cri- 
sis on  the  Korean  Peninsula,  due  to 
North  Korean  intransigence  and  sense  of 
isolation,  is  still  full  of  uncertainties  in  the 
longer  term.  One  of  the  main  uncertainties  is 
the  new  equilibrium  among  the  great 
powers,  namely  the  US,  Japan,  China  and 
Russia. 

Most  important  among  them  is  the  future 
of  the  triangular  relations  between  the  US, 
Japan  and  China.  While  Russia  is  an  impor- 
tant great  country,  for  the  time  being  she  will 
be  preoccupied  with  internal  problems  and 
developments  and  with  her  relations  with  the 
former  co-states  in  the  USSR.  She  focuses 
mostly  on  her  European  part  where  most  of 
her  population  resides  and  where  her  indus- 

*  Revised  version  of  paper  presented  at  the  Interna- 
tional Symposium  on  Post  Cold  War.  Situation  in  the 
Asia-Pacific  and  Its  Prospect,  Beijing,  May  1 1-13,  1994. 


tries  are  located.  While  Russia  should  be 
engaged  in  connection  to  her  role  in  non- 
proliferation  and  arms  control,  she  still 
needs  a  lot  more  economic  involvement  to 
have  a  real  impact  and  influence  on  the  Asia 
Pacific  scene. 

The  most  important  question  to  be  asked 
for  the  future  of  the  Asia  Pacific  is  whether 
history  is  going  to  repeat  itself  after  Pax 
Americana  is  over  for  the  region,  after  hav- 
ing kept  stability,  peace  and  development  to 
most  countries  in  the  region  for  the  last  50 
years. 

First  is  the  fact  that  while  the  US  is  and 
will  continue  to  be  a  dominant  factor  to  the 
region  for  the  foreseeable  future,  politically, 
economically  as  well  as  security  wise,  she  is 
not  going  to  play  the  benevolent  hegemon 
forever.  This  is  due  to  the  limitations  and 
constraints  put  to  her  by  public  opinion  and 
the  American  people,  which  in  a  democracy 
is  just  not  willing  to  accept  the  burden  with- 
out any  real  and  immediate  benefit  for  them- 
selves. 
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Thus,  that  after  being  benign  and  altruis- 
tic as  a  superpower  for  the  last  40  years  or  so 
after  World  War  II,  the  US  is  becoming 
more  "normal"  and  "self-interested",  and 
therefore  her  leadership  will  also  be  less  ac- 
cepted by  the  region.  Because  in  the  end, 
leadership  means  sacrifices,  and  a  reduced 
willingness  to  do  so  will  make  its  leadership 
also  less  acceptable  to  others  in  the  region. 

This  does  not  mean,  however,  that  the 
US  will  no  longer  have  a  military  presence  in 
the  region.  The  real  question  for  the  region  is 
what  Japan's  and  China's  future  role  will  be. 

Going  back  to  history,  the  possibilities 
are:  either  Japan  will  become  a  hegemon 
such  as  in  pre- World  War  II  or  China  will 
again  become  the  dominant  power  in  the 
region  as  in  the  era  pre-western  domination 
of  China  which  lasted  until  the  early  19th 
century.  Another  possible  alternative  which 
does  not  depend  on  history,  but  is  forward- 
looking  and  involves  new  ideas  and  con- 
structions which  take  into  account  economic 
integration  and  the  development  of  close  co- 
operations among  countries  in  the  region. 
This  alternative  offers  a  more  peaceful 
scenario. 

Currently  there  are  efforts  to  establish 
new  regional  institutions,  which  are  multi- 
lateral in  nature,  and  are  based  on  coopera- 
tive security  concepts,  which  include  com- 
prehensive, common,  and  collective  security 
elements.  These  will  bring  about  a  new  alter- 
native for  a  stable,  peaceful  and  dynamic 
region  in  the  Asia  Pacific. 

In  the  longer  term  only  a  multilateral 
system  promises  to  produce  peace,  order  and 
security  as  well  as  dynamism  and  develop- 
ment because  democracies  will  not  accept 


THE  INDONESIAN  QUARTERLY,  XXII/4 

sacrifices  and  have  the  political  will  to  be- 
come a  global  policeman.  Since  the  UN 
system  is  now  the  only  existing  multilateral 
structure,  however  full  of  imperfections,  it  is 
imperative  to  make  it  work  by  supporting  it 
and  improving  it  for  the  future.  Regional  in- 
itiatives and  institutions  are  important  to 
support  this  multilateral  system. 

The  US  Role  in  (he  Asia  Pacific 

The  US  is  going  to  stay  in  the  region,  due 
to  political,  economic  and  security  reasons. 
The  problem  might  be  that  she  has  to  adjust 
her  presence  in  relations  to  her  own  domestic 
developments  and  changes  in  the  Asia  Pa- 
cific region. 

She  is  a  Pacific,  as  well  as  an  Atlantic 
power  and  therefore,  she  is  going  to  be  part 
of  the  Asia  Pacific  region.  She  also  is  the 
most  powerful  nation  in  political,  economic 
and  military  terms  and  therefore,  her  pres- 
ence will  be  quite  formidable. 

Her  military  presence  will  not  be  the 
same  as  during  the  Cold  War,  because  the 
rationale  for  that  has  gone  by,  and  other 
reasons  have  to  be  found  to  keep  a  certain 
military  presence  in  the  Western  Pacific  for 
the  future.  Her  presence  today  is  mainly  due 
to  the  problems  and  threat  on  the  Korean 
Peninsula  by  North  Korea.  Whether  the  role 
of  an  arbiter  for  peace,  stability  and  devel- 
opment in  the  region  rs  an  adequate  enough 
reason  or  not  for  a  future  presence  has  yci  to 
be  seen.  Here,  burdensharing  and  a  regional 
multilateral  effort  for  security  dialogues  and 
cooperation  as  part  of  a  cooperative  security 
effort  might  be  another  important  reason  to 
convince  the  US  body  politic  about  this 
need.  This  type  of  a  presence,  which  is  aimed 
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at  keeping  a  healthy  equilibrium  among  the 
great  powers  and  preventing  a  hegemon  to 
dominate  the  region,  remains  one  of  the  US 
role  in  the  Asia  Pacific  region,  particularly 
in  East  Asia,  before  World  War  II. 

One  difference  now,  which  is  a  good 
thing,  is  the  fact  that  the  US  has  become 
more  dependent  on  foreign  trade  than  ever, 
especially  in  the  creation  of  employment. 
Around  twenty  per  cent  of  her  labour  force 
now  is  dependent  on  foreign  trade,  compared 
with  five  per  cent  about  twenty  years  ago. 

This  means  that  she  is  now  more  depen- 
dent on  her  international  trade  and  there- 
fore, less  inclined  to  become  again  isola- 
tionist, although  a  certain  degree  of  inward- 
looking  among  her  populace  always  creates 
the  impetus  to  such  thinking.  This  now  takes 
the  form  of  "neo- mercantilist"  policies  that 
the  Clinton  Administration  has  adopted  to 
try  to  open  other  markets  in  an  aggressive 
fashion.  This  also  means  that  other  coun- 
tries, especially  in  East  Asia,  have  to  open 
their  markets  to  the  US  in  accordance  with 
international  rules,  and  to  encourage  the  US 
to  increase  her  economic  presence  in  the 
region  by  providing  a  level  playing  field  for 
US  private  sector  as  well  as  regional  and 
domestic  entrepreneurs. 

It  is  always  true  that  the  flag  will  follow 
the  economic  interest.  Politically  the  US  has 
been  in  the  best  position  to  have  a  certain  in- 
fluence in  the  region,  partly  due  to  her 
economic  and  military  presence  (Pax  Ameri- 
cana), but  also  due  to  her  "soft-power" 
capabilities,  namely  her  influence  and  to  a 
certain  extent  her  diplomacy,  cultural  and 
educational  facilities  and  centres,  excellence 
in  technology  and  science,  transportation 
and  telecommunication,  and  last  but  not 


least  information  technology,  including  its 
softwares. 

But  that  "dominance"  can  only  be  main- 
tained in  the  future  if  she  is  willing  to  have  a 
more  balanced  foreign  policy  between  the 
moralistic  inclinations  of  the  body  politic 
and  hard-nosed  realistic  national  interests, 
where  human  rights  and  democracy  are  only 
one  part  of  a  foreign  policy  which  also 
should  include  economic  interest,  strategic 
and  geo-political  requirements,  historical 
relations  and  other  imperatives. 

Second,  she  also  should  be  willing  to  be 
more  multilaterist  and  ceased  being  so  much 
of  a  unilaterist.  The  world  has  changed,  her 
power  is  also  being  limited  by  others,  espe- 
cially in  the  economic  and  political  field. 
East  Asia  is  one  example  where  there  is  a 
renaissance  of  self-confidence,  trust  in  its 
own  capabilities  and  values  and  therefore, 
more  assertive  and  less  willing  to  be  simply 
placed  on  the  receiving  end,  even  from  the 
USA. 

In  the  end  the  USA  also  has  to  rely  on 
multilateral  bodies,  including  the  United  Na- 
tions (UN),  to  manage  the  new  world  order 
in  the  future.  A  multilateral  approach  in  the 
regional  context  should  also  be  seen  as  part 
of  global  developments  and  attitudes,  where 
problems  and  tensions  should  be  solved  to- 
gether and  in  the  multilateral  sense,  be  it  in 
the  economic  field  (WTO  -  World  Trade 
Organisation  or  APEC  -  Asia  Pacific  Eco- 
nomic Cooperation)  or  in  the  security  field 
(UN,  ARF  -  ASEAN  Regional  Forum). 
While  this  challenge  for  the  short  and  me- 
dium term  is  very  large  for  any  US  adminis- 
tration and  the  US  Congress  to  implement, 
as  has  been  shown  in  the  US  willingness  to 
participate  in  UN  peace- keeping  and  peace- 
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making  efforts  after  the  debacle  of  her  in- 
volvement in  Somalia,  Haiti  and  to  a  certain 
extent  in  Bosnia,  in  the  longer  term  this 
multilateral  approach  will  be  acceptable  for 
any  democracy  and  their  public  opinion  in 
keeping  order  and  stability  in  the  world. 

One  important  aspect  of  being  multilat- 
erist  is  a  willingness  to  listen  to  others  and 
to  adjust  to  the  other  parties'  style  and 
values.  In  East  Asia,  the  style  of  the  Clinton 
Administration  which  is  confrontational, 
both  in  the  economic  and  political  field 
(human  rights  or  labour  rights)  will  not  be 
conducive  to  the  development  of  a  longer 
term  friendly  relationship.  Even  in  the  case 
of  Japan,  it  can  be  argued  that  while  "gaiat- 
su"  can  and  still  plays  a  role  that  is  wel- 
comed by  the  bureaucrats,  who  for  the  time 
being  are  still  influential  in  the  decision- 
making process  domestically,  in  the  longer 
term  this  will  create  resentment  and  enmity, 
affecting  the  alliance  relationship  that  is  so 
vital  for  the  region. 


Japan's  Role  in  the  Asia  Pacific  Re- 
gion 

With  the  new  coalition  under  PM 
Hosokawa  taking  over  in  Japan,  a  new  sense 
of  credibility  and  trust  have  been  created  in 
the  region  towards  Japan.  This  is  most  ob- 
vious with  regard  to  South  Korea,  who  is  key 
to  accept  Japan's  leadership  in  the  region. 

This  does  not  mean  that  Japan  will  be 
immediately  ready  for  a  leadership  role,  due 
to  her  domestic  political  developments  and 
re-alignments  among  the  political  parties. 
But  this  gives  at  least  the  chance  to  Japan  to 
become  a  "normal  country"  in  the  sense  of 


THE  INDONESIAN  QUARTERLY,  XXII/4 

Ichiro  Ozawa,  and  be  acceptable  in  the 
region. 

Although  these  new  developments  will 
bring  about  a  change  in  the  attitude  of  Japan 
towards  the  region,  due  to  lesser  feeling  of 
guilt  and  remorse,  and  therefore  possibly 
becomes  more  assertive,  Japan's  leadership 
is  an  important  factor  for  the  stability  of  the 
region  in  the  future.  This  leadership  should 
not  be  confined  only  to  the  economic  sphere, 
but  should  also  include  the  political  and  to  a 
certain  extent  the  security  field.  The  in- 
creased role  in  the  security  field  will  consist 
of  strengthening  her  own  self  defence  as  well 
as  a  PKO  (peace- keeping  Operations)  role  in 
the  context  of  cooperative  security. 

How  Japan  is  going  to  implement  this, 
however,  is  crucial  to  her  acceptance  in  the 
region.  In  this  respect,  a  step  by  step  ap- 
proach and  intensive  consultations  with  the 
regional  countries  are  a  conditio  sine  qua 
non.  For  this  purpose  multilateral  region- 
wide  institutions  such  as  PECC  and  APEC 
on  the  economic  side  and  ARF  and  CSCAP 
on  the  political- security  side  are  crucial  for 
Japan. 

In  the  end  Japan  has  to  balance  her  rela- 
tionship between  the  region  as  her  natural 
geopolitical  environment  and  her  global  role 
commensurate  with  its  stature  as  the  second 
most  powerful  economy.  Such  regional  in- 
stitutions will  assist  Japan  in  finding  an  ac- 
ceptable leadership  role  in  the  future. 

In  this  regional  context  her  relations  and 
alliance  with  the  US  are  still  vital,  and  her 
cooperation  and  partnership  with  ASEAN 
are  important.  Equally  important  is  a  nor- 
mal and  friendly  relationship  with  Korea  and 
China. 
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Besides  that,  the  internal  development  of 
Japan,  economically  and  politically,  is 
crucial  for  Japan's  role  in  the  future.  The 
region  hopes  that  those  changes  will  make 
Japan  more  outward  looking,  develops 
greater  empathy  towards  others  and  will  be 
more  willing  to  make  sacrifices  as  a  leader 
should  be. 

China's  Role  in  the  Region 

China  is  considered  by  the  region  as  an 
emerging  great  power.  She  is  still  in  the  pro- 
cess of  transition  because  she  is  still  in  the 
process  of  generational  and  leadership 
change. 

In  international  relations  she  would  like 
to  have  a  peaceful  and  friendly  relations  es- 
pecially in  the  region,  in  order  to  be  able  to 
catch  up  in  her  economic  development. 
China  has  just  returned  to  the  mainstream  of 
international  relations  over  the  last  15  years, 
following  a  period  of  revolutionary  fervour 
for  40  years  (or  150  years,  since  the  Opium 
War,  depending  on  how  far  one's  historical 
perspective  is). 

Because  she  has  been  isolated  for  so 
long,  her  idea  about  international  relations 
and  sovereignty  is  still  based  on  a  balance  of 
power  concept  from  the  19th  century  and  an 
absolute  sovereignty  that  is  no  more  relevant 
in  the  1990s.  This  is  the  reason  why  the  East 
Asian  region  would  like  to  involve  her  in  a 
variety  of  regional  structures,  both  in  the 
economic  field  (PECC  and  APEC)  as  well  as 
in  the  political-security  field  (CSCAP  and 
ARF). 

There  is  now,  and  for  the  next  ten  years, 
a  window  of  opportunity  to  involve  China  as 


a  "conventional  great  power"  which  abides 
by  the  international  and  regional  rules  of  the 
game.  The1  international  community  should 
recognise  that  China  is  doing  the  world  and 
the  region  a  great  service  by  keeping  22  per 
cent  of  humanity,  namely  her  own  1.2  billion 
people  employed,  fed  and  clothed. 

It  should  also  be  acknowledged  that  a 
certain  political  stability  and  economic  de- 
velopment have  been  maintained  in  China 
which  have  a  positive  effect  on  regional 
peace,  development  and  dynamism.  Limita- 
tions and  mistakes  on  China's  side  should  be 
conveyed  to  her  as  a  friend,  and  with  frank- 
ness, because  the  region  has  a  stake  in  a 
peaceful  and  dynamic  China.  Only  if  China 
takes  criticism  and  .advice  with  an  open  mind 
can  she  be  successful  as  a  regional  and  global 
leader  in  the  longer  future.  Because  only 
then  will  the  leadership  of  China  be  accepted 
by  the  region  and  the  international  com- 
munity. This  acceptance  is  crucial  for 
China's  development  and  growth,  as  she 
needs  foreign  capital,  technology  and 
markets  to  do  so. 

The  region  in  particular  and  the  world  at 
large,  the  western  countries  included,  has 
shown  a  goodwill  towards  China.  Although 
it  should  be  recognised  and  appreciated  that 
China,  due  to  her  historical  burden  of  hav- 
ing to  face  imperialism  and  colonialism  since 
the  mid  of  the  19th  century  by  the  West  and 
Japan,  still  harbours  suspicions  and  pre- 
judices towards  them.  The  way  the  western 
countries  criticise  China  is  sometimes  felt 
unpleasant,  but  at  the  end  that  is  the  nature 
of  international  relations  at  the  end  of  the 
20th  century.  This  also  means  that  China  has 
to  participate  with  other  East  Asian  coun- 
tries and  developing  nations  to  be  more  pro- 
active in  formulating  a  new  international 


372 


THE  INDONESIAN  QUARTERLY,  XXII/4 


system  of  relations  which  should  also  uphold 
democratic  principles. 

The  principle  of  intervention  into 
another  country's  domestic  problems  are  be- 
ing developed  and  formulated  due  to  the 
recognition  of  limited  sovereignty  of  the 
state  and  because  groups  in  society  and  even 
individuals  are  now  recognised  as  subjects  of 
international  relations  besides  the  states 
themselves.  Here  human  rights  and  democ- 
racy are  coming  to  the  fore  as  reasons  for 
intervention  in  cases  of  gross  violations  of 
human  rights.  This  principle  of  intervention 
has  yet  to  be  agreed  upon  and  formulated  in- 
to international  law.  Therefore,  economic  or 
other  sanctions,  cannot  be  applied  unilat- 
erally. Only  diplomatic  demarche's  rallying 
of  public  opinion  and  sanctions  through  in- 
ternational multilateral  bodies  such  as  the 
UN  will  be  acceptable.  Here,  China's  role 
and  active  participation  is  also  important. 

On  human  rights  it  has  to  be  recognised 
by  East  Asian  countries  that  the  core  rights 
or  the  so-called  non- derogatory  rights, 
namely  rights  to  live,  against  torture  or 
slavery,  basic  human  needs,  due  process  of 
law,  good  governance  and  the  right  of 
religious  freedom,  are  absolute  and  could 
not  be  ignored.  Other  rights,  such  as  the 
kind  of  political  system  to  be  established  and 
the  implementation  of  some  related  civil  and 
political  rights  are  more  relative  and  will  de- 
pend on  values,  culture,  history  and  stages 
of  developments.  Here,  others  cannot  in- 
tervene lightly  or  apply  sanctions  unilateral- 
ly. 

If  the  above  can  be  agreed  upon  and 
worked  out  together  between  the  developed 
and  developing  countries,  then  there  is  a 
chance  that  they  could  cooperate  in  the  im- 
plementation of  human  rights  and  confron- 


tation can  be  avoided.  Therefore,  the  confu- 
sion of  human  rights  with  democracy  caused 
by  the  Clinton  Administration  is  not  helping 
the  implementation  of  human  rights. 

Another  issue  that  China  also  has  to  pay 
attention  to  is  her  claims  to  her  "irredentist" 
part  of  China.  It  is  recognised  by  the  region 
that  China  is  very  inflexible  on  her  territorial 
claims,  especially  on  Taiwan.  But  at  the 
same  time  expectations  are  also  very  high 
that  China  will  attempt  to  resolve  those 
claims  in  a  peaceful  way. 

In  the  case  of  Taiwan  it  is  also  recognised 
that  the  democratisation  process  in  Taiwan 
has  created  pressures  that  could  no  longer  be 
controlled  by  the  KMT  government.  Such 
pressures  include  the  movement  by  the  DPP 
towards  Taiwan's  independence  or  the  adop- 
tion of  a  two- China  policy.  But  only  a  more 
farsighted  policy  on  China's  part  can  help 
lessen  those  pressures  in  the  future.  In  this 
regard,  other  countries  in  the  region  can  sup- 
port an  atmosphere  in  which  both  parts  of 
China  will  be  able  to  agree  on  how  to  be  re- 
unified. 

On  the  South  China  Sea,  especially  the 
Spratly's,  it  is  very  important  in  China's 
relations  with  ASEAN  in  the  future  that  a 
peaceful  resolution  can  be  agreed  upon  and 
be  implemented  by  China.  The  whole  trust 
towards  China  on  the  part  of  ASEAN  will  be 
damaged  if  China  is  ever  going  to  use  force 
in  the  solution  of  her  claims.  ASEAN  is  very 
serious  about  the  Manila  Declaration  on  the 
South  China  Sea  issue,  which  stipulates  the 
above  principles.  More  positive  participa- 
tion of  China  in  the  South  China  Sea  Work- 
shop series  organised  by  Indonesia  and 
ASEAN  is  a  very  important  contribution 
and  CBM  on  the  part  of  China  towards 
ASEAN  and  the  entire  region  of  East  Asia. 
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This  "second  track"  effort  should  be  en- 
dorsed politically  by  the  ARF  meeting  in 
Bangkok,  until  the  time  comes  when  an  of- 
ficial negotiating  team  can  take  over  and 
decide  about  cooperation  in  the  various 
fields  concerning  the  South  China  Sea.  In 
the  meantime,  it  has  to  be  recognised  that 
the  talks  have  been  conducive  to  laying  down 
a  basis  for  future  relations  between  South 
East  Asia  and  China,  where  trust,  coopera- 
tion and  peaceful  resolution  of  potential 
conflicts  are  most  encouraging.  This  has 
been  shown  in  the  acceptance  of  China  of 
the  Manila  Declaration,  albeit  hesitatingly  at 
the  beginning,  and  the  cooperation  estab- 
lished on  science  and  technology  as  well  as 
on  security  issues.  That  is  the  reason  why 
China  immediately  accepted  ASEAN' s  in- 
vitation to  join  the  ARF  talks.  It  might  even 
have  a  beneficial  indirect  effect  on  normali- 
sation of  relations  between  China  and  Viet- 
nam, since  Vietnam  shares  some  of  the  wor- 
ries South  East  Asian  nations  have  towards 
China. 

As  to  her  defence  expenditures  and  stra- 
tegic deployment  of  naval  and  airpower, 
China  as  a  great  power  is  expected  by  the  re- 
gion to  be  more  transparent  and  to  par- 
ticipate fully  in  CBM's  efforts  on  the  ARF. 
It  is  also  recognised  that  upgrading  her  de- 
fence capabilities  commensurate  with  her 
power  status  is  not  a  problem  as  long  as  its 
purpose  and  objectives  are  clear  to  her 
neighbours. 

As  far  as  her  domestic  developments  are 
concerned,  the  region  hopes  that  China  will 
do  well,  especially  in  dealing  with  genera- 
tional and  leadership  changes.  It  will  be 
more  assuring  to  the  regional  countries  if 
these  processes  become  more  transparent 
and  be  understood  by  them.  Because  China 
is  a  great  country  and  whatever  China  is 


doing  will  have  very  important  implications 
for  the  region,  it  is  understandable  that 
regional  countries  follow  China's  develop- 
ment very  diligently.  The  better  China  is  able 
to  explain  to  the  region  the  better  it  should 
be  for  the  relationship  in  the  future  and  the 
acceptance  of  China's  leadership  by  the  re- 
gion. 

The  Triangular  Relationship  and  Its 
Impact  on  the  Region 

L  S- Japan  Alliance 

It  has  been  recognised  by  the  whole  re- 
gion that  the  US-Japan  alliance  is  vital  to  its 
stability,  peace  and  development. 

Economically,  the  US  and  Japan  are  the 
two  main  sources  for  capital  and  technology, 
and  main  markets  for  their  manufactured 
goods  as  well  as  energy  and  resources. 

Militarily,  the  alliance  provides  a  guaran- 
tee that  Japan  will  stay  non-nuclear  and  will 
only  develop  conventional  capabilities  for  its 
own  defence.  This  is  reassuring  for  Japan's 
public  opinion  and  the  region  as  well.  This 
does  not  mean  that  gradually  a  security  role 
for  Japan  is  unacceptable.  But  it  will  be 
much  easier  if  that  role  is  part  of  the  bur- 
densharing  in  the  alliance. 

Politically,  more  can  be  done  by  the  two 
countries,  not  only  in  the  region  but  also 
globally,  in  establishing  a  new  global  order 
in  the  wake  of  the  end  of  the  Cold  War. 

In  the  short  term  this  relation  is  facing 
pressures  and  tensions  due  to  the  trade  im- 
balance (about  50  billion  US  Dollars  for 
1993),  that  is  politically  unacceptable  to  the 
US,  especially  the  Clinton  Administration. 
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Although  this  problem  is  not  going  to 
develop  into  a  trade  war,  because  the  inte- 
gration of  the  two  economies  has  been  so 
enormous,  and  therefore  one  cannot  expect 
that  retaliation  towards  Japan  if  not  mea- 
sured will  have  a  negative  impact  on  the  US 
economy  itself.  The  economic  relations  and 
the  tensions  between  the  two  are  no  more  a 
zero  sum  game. 

The  problem  lies  in  the  realm  of  political 
economy  if  tensions  between  the  two  will  be 
maintained  for  a  longer  term,  because  then 
public  opinion  on  both  sides  will  erode  the 
goodwill  that  has  been  established.  Without 
any  common  enemy,  as  during  the  Cold  War 
period,  it  is  very  difficult  to  convince  US 
public  opinion  that  a  forward  deployment 
presence  of  the  US  is  in  the  US  national  in- 
terest. To  make  this  effective,  the  bases  in 
Japan  are  crucial.  The  task  of  convincing  the 
US  public  is  more  difficult  if  trade  tensions 
are  high,  visible  and  lasting  for  a  longer 
period  than  usual. 

This  'danger  has  been  made  more  pro- 
nounced by  the  Clinton  Administration's  at- 
titudes, philosophy  and  policies  towards 
Japan.  Since  the  Administration's  accep- 
tance of  the  so-called  "revisionist"  policies 
towards  Japan,  she  really  thinks  that  Japan 
is  a  different  country,  with  a  different  kind 
of  capitalism  that  has  to  be  treated  also  dif- 
ferently, namely  by  setting  numerical  targets 
in  opening  up  the  Japanese  market.  This  is 
not  acceptable  to  Japan  because  it  smacks  of 
managed  trade  and  unilateralism  that  makes 
a  mockery  of  the  recently  completed  Uru- 
guay Round. 

On  the  Japanese  side,  public  resentment 
towards  US  pressures  are  building  up,  albeit 
slowly,  while  the  threat  of  Russia,  although 
still  being  considered,  has  declined  in  impor- 
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tance.  Problems  with  China  will  emerge  in 
the  future,  but  this  is  more  long  term,  due  to 
political,  geographic,  cultural  and  economic 
factors.  The  compounding  factor  here  is  that 
Japan  is  changing  politically,  and  these 
changes  will  be  for  the  good  of  the  region. 
However,  in  the  short  and  medium  term  this 
will  create  more  complications  to  the  US- 
Japan  relations  because  the  Japanese  Gov- 
ernment will  still  be  weak  in  the  medium 
term  and  a  new  political  re- alignment  is  ex- 
pected. Before  this  will  be  realised,  the 
Japanese  Government  cannot  give  as  much 
as  what  the  US  is  pressing  for.  So,  it  is  in  the 
short  and  medium  term  where  the  danger 
lies,  and  which  can  have  an  effect  for  the 
longer  term.  This  is  especially  true  if  the 
Clinton  Administration  overlooks  the  fact  of 
changes  that  are  taking  place  in  the  Japanese 
political  system  due  to  a  "revisionist"  view 
of  Japan,  and  "mistrust"  among  the  nego- 
tiators towards  each  other. 

Therefore,  both  sides  have  to  do  some- 
thing about  this  impasse.  On  the  US  side,  its 
saving  and  investment  ratios  have  to  increase 
to  reduce  the  trade  imbalances,  and  trust  has 
to  be  created  in  the  negotiations.  In  addi- 
tion, unilateral  actions  have  to  be  abolished 
or  limited,  and  some  leeway  has  to  be  given 
to  Japan  to  answer  the  problem  of  im- 
balance through  their  own  policies  of  liberal- 
isation and  governments  procurements. 

On  the  other  side,  Japan  has  to  get  her  act 
together  and  put  up  a  package  to  stimulate 
the  economy  and  a  series  of  unilateral  liber- 
alisation to  open  up  her  market,  while  gov- 
ernment procurement  should  be  open  to 
others.  The  private  sector  can  support  the 
government's  efforts  by  setting  a  specific  tar- 
get to  open  the  market  in  their  own  field 
which  is  not  legally  binding;  they  can  also  as- 
sist in  the  efforts  to  accelerate  political 
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changes  which  will  be  good  for  Japan  and 
for  the  outside  parties  and  help  to  explain  it 
to  the  outside  world. 

Regional  institution  such  as  APEC  can  in 
the  future  be  helpful  by  multilateralising  and 
resolving  bilateral  conflicts  and  tensions. 

However,  the  region  is  still  ambivalent 
about  this,  because  on  the  one  hand  it  is  con- 
cerned that  it  may  become  the  next  target  of 
US  unilateralism,  but  on  the  other  it  also 
knows  that  only  the  US  can  pry  open  the 
Japanese  market  which  will  be  beneficial  to 
countries  in  the  region  as  well.  Therefore, 
there  is  no  great  deal  of  public  reactions  in 
the  region.  But  it  is  good  to  let  both  parties 
know  that  the  region  has  an  interest  in  the 
resolution  of  the  US- Japan  trade  conflict  im- 
mediately, for  it  might  deteriorate  the  al- 
liance that  is  so  vital  to  the  region.  What 
might  be  more  dangerous  in  the  future  for 
the  relationship  is  Japan's  unpreparedness  to 
play  a  role  commensurate  with  its  power  in 
times  of  crisis,  such  as  the  Gulf  War.  One 
potential  problem  is  an  explosive  crisis  on 
the  Korean  Peninsula,  in  which  Japan  is 
asked  to  provide  more  than  a  financial  com- 
mitment. 

Political  change  in  Japan  will  alleviate 
this  possible  crisis,  although  this  change  pro- 
ceeds awfully  slowly. 


US-China  Relations 

US- China  relations  will  be  as  important 
as  US- Japan  relations  in  the  future.  This  is 
due  to  the  fact  that  China  looms  very  large  in 
the  region.  Her  future  role  will  be  vital  to 
peace,  stability  and  development  of  the  re- 
gion, due  to  her  size,  economic  potentials,  a 


vision  of  historical  destiny,  political  will  and 
potential  military  powers  and  capabilities. 

While  the  region  is  trying  hard  to  engage 
China  in  a  lot  of  activities,  with  the  intention 
of  making  her  an  involved  and  responsible 
member  of  the  region  as  a  potential  "con- 
ventional power"  for  the  future,  the  US  is 
still  struggling  to  establish  a  balanced  policy 
toward  China  after  the  Tien  An  Men  inci- 
dent. 

This  is  partly  due  to  a  swing  in  US  public 
opinion  from  being  very  supportive  of  China 
before  into  a  tirade  of  anti  China  feelings 
due  to  the  incident.  While  the  Bush  Admi- 
nistration tried  to  contain  and  balance  this 
emotional  outburst,  based  on  a  certain  world 
view  and  a  moral-based  foreign  policy,  the 
Clinton  Administration  is  not  able  to 
balance  its  foreign  policy  in  general,  and  in 
particular  toward  the  region,  especially  in 
regard  to  human  rights  abuses  in  China. 

Instead  of  being  part  of  a  range  of  US  in- 
terests in  her  relations  to  China,  human 
rights  have  become  the  main  focus,  and 
sometimes  the  only  focus  of  US  foreign 
policy  toward  China.  There  are  other  impor- 
tant reasons  for  US  policy  towards  China 
than  human  rights;  these  include  non-proli- 
feration of  mass  destructive  weapons, 
especially  in  the  case  of  North  Korea;  the  in- 
terest of  finding  together  a  new  equilibrium 
for  the  Asia  Pacific  in  the  future  that  will  be 
the  basis  for  sustaining  peace,  stability  and 
development  of  the  region;  and  keeping  the 
economic  vibrancy  of  the  region,  where  the 
US  is  the  greatest  economic  power  and 
China  is  the  last  frontier  for  regional  and 
world  economic  growth  and  development. 
These  all  do  not  mean  that  the  US  cannot  ex- 
press its  concerns  on  human  rights,  but  this 
should  be  done  either  by  bringing  them  to 
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multilateral  organisations  such  as  UN 
Human  Rights  Commission  or  by  asking  the 
Human  Rights  Commissioner  to  give  its 
good  services  to  the  Chinese.  Employing 
economic  sanctions,  such  as  removing  MFN 
status  to  China,  is  not  the  right  policy  and 
has  not  been  supported  by  the  region,  es- 
pecially not  if  the  policy  is  publicly  imple- 
mented and  applied  to  a  big  country  in  the 
region  where  form  or  "face"  is  as  important 
as  content  (or  reality)  and  where  face  is  an 
important  part  of  authority  and  legitimacy. 

Hopefully  the  Clinton  Administration, 
after  the  unsuccessful  visit  of  Secretary 
Warren  Christopher,  will  see  the  limitations 
of  its  policy  towards  China  and  will  try  to 
broaden  it  as  well  as  to  find  new  approaches 
in  implementing  its  legitimate  concern  on 
human  rights.  Conditionality  and  economic 
sanctions  are  in  most  cases  not  only  in- 
effective but  could  be,  as  in  the  Chinese  case, 
counter-productive. 

China,  who  also  has  an  interest  in  main- 
taining good  relations  with  the  US  for  eco- 
nomic and  security  reasons,  and  has  an  in- 
terest in  keeping  the  US  in  the  Western 
Pacific  strategically,  should  also  take  steps 
to  improve  human  rights  in  China,  especially 
on  visits  of  their  political  prisoners  by  the 
ICRC  (International  Commission  of  the  Red 
Cross)  and  allowing  a  family  reunion  of 
some  of  the  Chinese  in  exile. 

Until  now,  the  picture  of  US- China  rela- 
tions is  still  unclear,  although  in  the  end  both 
governments  will  be  able  to  find  a  compro- 
mise that  will  be  acceptable  to  both  sides,  in- 
cluding the  US  public  especially  Congress, 
because  there  are  too  many  interests  of  both 
countries  and  the  region  at  stake  to  allow  it 
to  go  out  of  hand. 


Because  a  confrontation  between  the  two 
giants  will  be  very  detrimental  to  future 
peace,  stability  and  vibrancy  of  the  region, 
and  will  prevent  a  new  international  order 
from  being  established  global- wide.  China's 
role  through  her  permanent  membership  of 
the  Security  Council  of  the  UN  and  in  other 
fields  like  non-proliferation  and  arms  con- 
trol is  key  to  security  and  order  in  the  future. 
The  region  needs  to  talk  to  both  sides  and 
make  an  effort  to  overcome  this  confict. 
That  is  why  ASEAN' s  effort  to  establish  the 
ARF  is  important  for  the  region,  as  it  will  be 
able  to  support  constructive  regional  in- 
volvements in  critical  bilateral  relations  and 
tensions  that  could  be  damaging  to  peace 
and  stability  of  the  region  as  a  whole. 


Japan-China  Relations 

Both  sides  have  recognised  that  their  bi- 
lateral relations  have  never  been  so  good  as 
they  are  today  since  the  establishment  of 
diplomatic  relations.  Trade  relations  are  ex- 
panding very  fast  and  Japan  is  taking  over 
the  US  role  as  China's  number  one  trading 
partner.  Japanese  investments  in  China  have 
increased  dramatically  after  slowly  over- 
coming some  inhibitions.  ODA,  although 
not  yet  promised  for  the  period  1996-2000, 
will  always  be  substantial  and  is  expected  to 
be  maintained  at  about  1/3  of  Japanese 
overall  ODA.  Politically  the  relationship  is 
excellent,  with  Japan  now  being  closer  to 
China  than  the  US,  especially  due  to  its  dif- 
ferent approach  on  human  rights.  The  visit 
by  the  Japanese  Emperor  and  Empress  has 
been  successful,  and  has  overcome  the  main 
inhibitions  due  to  historical  burden  of  World 
War  II. 

Strategically,  China  is  willing  to  support 


US-JAPAN-CHINA  RELATIONS 


377 


the  international  efforts  towards  nuclear 
non-proliferation  of  North  Korea,  although 
not  in  public  and  not  as  tough  as  Japan  and 
the  South  Koreans  would  like  to  see  hap- 
pening. 

There  are  still  questions  on  the  part  of 
Japan  towards  China.  One  question  is  with 
regard  to  the  non- transparency  of  China's 
defence  build-up.  The  most  important  ques- 
tion is  whether  China  will  become  a  conven- 
tional or  revolutionary  great  power.  The 
answer  to  this  question  will  depend  on 
whether  China- Japan  relations  will  be 
friendly  or  confrontative.  This  relationship 
will  be  very  decisive  for  the  stability  and 
development  of  the  region  in  the  future. 

Naturally,  and  historically,  these  two 
great  regional  powers  have  always  been  com- 
petitive, and  to  a  certain  extent  this  will  con- 
tinue in  the  future.  But  dependent  on 
whether  China's  development  and  policies 
will  make  it  a  part  of  the  region,  this  com- 
petition will  also  be  balanced  by  cooperation 
and  friendship.  This  relationship  will  in- 
fluence the  future  of  the  region  as  much  as  is 
the  balanced  involvement  of  the  US  in  the 
region. 


Conclusions 

It  is  obvious  from  the  above  analysis  that 
peace,  stability  and  developments  as  well  as 
the  vibrancy  and  dynamism  of  the  Asia  Pa- 
cific region  is  dependent  on  the  three  coun- 
tries and  their  relations  in  the  future. 


The  best  outcome  for  the  region  will  be 
friendly  and  normal  relations  among  the 
three  great  powers.  The  US- Japan  alliance, 
should  not  become  a  common  front  to 
isolate  China.  At  the  same  time  Japan  and 
China  should  not  become  a  condominium  of 
East  Asia,  or  gang  up  against  the  US. 

Since  US- China  and  Japan- China  rela- 
tions are  still  developing,  there  is  a  need  for  a 
regional  effort  and  institution  to  stabilise 
them  because  they  are  so  crucial  to  the 
region. 

Here  lies  ASEAN' s  role  and  initiative, 
because  it  provides  a  model  of  confidence 
building  measures  par  excellence.  ASEAN 
has  shown  its  credibility  as  a  regional  effort 
to  promote  regional  peace,  stability  and 
development.  Therefore,  only  ASEAN  can 
move  this  relations  into  a  regional  context, 
and  to  promote  regional  dialogue  and  co- 
operation in  the  political  security  field, 
which  is  crucial  to  the  establishment  of 
stable  relations  between  the  three  great 
powers. 

The  ARF  is  the  initial  vehicle  to  establish 
a  regional  institution  to  cope  with  political 
security  matters  for  the  whole  region.  ARF 
also  includes  Russia  who  is  an  important 
great  power  in  the  political  security  field  in 
the  region. 

At  the  same  time  the  smaller  and  medium 
powers  in  the  region,  namely  ASEAN 
members,  Korea,  Vietnam,  Laos,  PNG  and 
later  Cambodia  and  Myanmar  also  have  a 
role  to  play  to  determine  the  fate  of  the 
region. 
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APEC  ECONOMIC  LEADERS'  DECLARATION 
OF  COMMON  RESOLVE 

BOGOR,  INDONESIA 
NOVEMBER  15,  1994 


1 .  We,  the  economic  leaders  of  APEC,  came  together  in  Bogor,  Indonesia  today  to  chart  the  future  course  of  our 
economic  cooperation  which  will  enhance  the  prospects  of  an  accelerated,  balanced  and  equitable  economic 
growth  not  only  in  the  Asia  Pacific  region  but  throughout  the  world  as  well. 

2.  A  year  ago  on  Blake  Island  in  Seattle,  USA,  we  recognized  that  our  diverse  economies  are  becoming  more  in- 
terdependent and  are  moving  toward  a  community  of  Asia  Pacific  economies.  We  have  issued  a  vision  state- 
ment in  which  we  pledged: 

-  to  find  cooperative  .solutions  to  the  challenges  of  our  rapidly  changing  regional  and  global  economy; 

-  to  support  an  expanding  world  economy  and  an  open  multilateral  trading  system; 

-  to  continue  to  reduce  barriers  to  trade  and  investment  to  enable  goods,  services  and  capital  to  flow  freely 
among  our  economies; 

-  to  ensure  that  our  people  share  the  benefits  of  economic  growth,  improve  education  and  training,  link  our 
economies  through  advances  in  telecommunication  and  transportation,  and  use  our  resources  sustainably. 

3.  We  set  our  vision  for  the  community  of  Asia  Pacific  economies  based  on  a  recognition  of  the  growing  inter- 
dependence of  our  economically  diverse  region,  which  comprises  developedj  newly  industrializing  and  devel- 
oping economies.  The  Asia  Pacific  industrialized  economies  will  provide  opportunities  for  developing  eco- 
nomies to  increase  further  their  economic  growth  and  their  level  of  development.  At  the  same  time  developing 
economies  will  strive  to  maintain  high  growth  rates  with  the  aim  of  attaining  the  level  of  prosperity  now  en- 
joyed by  the  newly  industrializing  economies.  The  approach  will  be  coherent  and  comprehensive,  embracing 
file  three  pillars  of  sustainable  growth,  equitable  development  and  national  stability.  The  narrowing  gap  in  the 
stages  of  development  among  the  Asia  Pacific  economies  will  benefit  all  members  and  promote  the  attainment 
of  Asia  Pacific  economic  progress  as  a  whole. 

4.  As  we  approach  the  twenty-first  century,  APEC  needs  to  reinforce  economic  cooperation  in  the  Asia  Pacific 
region  on  the  basis  of  equal  partnership,  shared  responsibility,  mutual  respect,  common  interest,  and  common 
benefit,  with  the  objective  of  APEC  leading  the  way  in: 

-  strengthening  the  open  multilateral  trading  system; 

-  enhancing  trade  and  investment  liberalization  in  Asia  Pacific;  and 

-  intensifying  Asia  Pacific  development  cooperation. 

5.  As  the  foundation  of  our  market-driven  economic  growth  has  been  the  open  multilateral  trading  system,  it  is 
fitting  that  APEC  builds  on  the  momentum  generated  by  the  outcome  of  the  Uruguay  Round  of  Multilateral 
Trade  Negotiations  and  takes  the  lead  in  strengthening  the  open  multilateral  trading  system. 
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We  are  pleased  to  note  the  significant  contribution  APEC  made  in  bringing  about  a  successful  conclusion  of 
the  Uruguay  Round.  We  agree  to  carry  out  our  Uruguay  Round  commitments  fully  and  without  delay  and  call 
on  all  participants  in  the  Uruguay  Round  to  do  the  same. 

To  strengthen  the  open  multilateral  trading  system  we  decide  to  accelerate  the  implementation  of  our  Uruguay 
Round  commitments  and  to  undertake  work  aimed  at  deepening  and  broadening  the  out  come  of  the  Uruguay 
Round.  We  also  agree  to  commit  ourselves  to  our  continuing  process  of  unilateral  trade  and  investment 
liberalization.  As  evidence  of  our  commitment  to  the  open  multilateral  trading  system  we  further  agree  to  a 
standstill  under  which  we  will  endeavour  to  refrain  from  using  measures  which  would  have  the  effect  of  in- 
creasing levels  of  protection. 

We  call  for  the  successful  launching  of  the  World  Trade  Organization  (WTO).  Full  and  active  participation  in 
and  support  of  the  WTO  by  all  APEC  economies  is  key  to  our  ability  to  lead  the  way  in  strengthening  the 
multilateral  trading  system.  We  call  on  all  non-APEC  members  of  the  WTO  to  work  together  with  APEC 
economies  toward  further  multilateral  liberalization. 

6.  With  respect  to  our  objective  of  enhancing  trade  and  investment  in  Asia  Pacific,  we  agree  to  adopt  the  long- 
term  goal  of  free  and  open  trade  and  investment  in  Asia  Pacific.  This  goal  will  be  pursued  promptly  by  further 
reducing  barriers  to  trade  and  investment  and  by  promoting  the  free  flow  of  goods,  services  and  capital  among 
our  economies.  We  will  achieve  this  goal  in  a  GATT-consistent  manner  and  believe  our  actions  will  be  a 
powerful  impetus  for  further  liberalization  at  the  multilateral  level  to  which  we  remain  fully  committed. 

We  further  agree  to  announce  our  commitment  to  complete  the  achievement  of  our  goal  of  free  and  open  trade 
and  investment  in  Asia  Pacific  no  later  than  the  year  2020.  The  pace  of  implementation  will  take  into  account 
the  differing  levels  of  economic  development  among  APEC  economies,  with  the  industrialized  economies 
achieving  the  goal  of  free  and  open  trade  and  investment  no  later  than  the  year  2010  and  developing  economies 
no  later  than  the  year  2020. 

We  wish  to  emphasize  our  strong  opposition  to  the  creation  of  an  inward-looking  trading  bloc  that  would 
divert  from  the  pursuit  of  global  free  trade.  We  are  determined  to  pursue  free  and  open  trade  and  investment 
in  Asia  Pacific  in  a  manner  that  will  encourage  and  strengthen  trade  and  investment  liberalization  in  the  world 
as  a  whole.  Thus,  the  outcome  of  trade  and  investment  liberalization  in  Asia  Pacific  will  not  only  be  the  actual 
reduction  of  barriers  among  APEC  economies  but  also  between  APEC  economies  and  non-APEC  economies. 
In  this  respect  we  will  give  particular  attention  in  our  trade  with  non  APEC  developing  countries  to  ensure 
that  they  will  also  benefit  from  our  trade  and  investment  liberalization,  in  conformity  with  GATT/WTO  pro- 
visions. 

7.  To  complement  and  support  this  substantial  process  of  liberalization  we  decide  to  expand  and  accelerate 
APEC's  trade  and  investment  facilitation  programs.  This  will  promote  further  the  flow  of  goods,  services  and 
capital  among  APEC  economies  by  eliminating  administrative  and  other  impediments  to  trade  and  invest- 
ment. 

We  emphasize  the  importance  of  trade  facilitation  because  trade  liberalization  efforts  alone  are  insufficient  to 
generate  trade  expansion.  Efforts  at  facilitating  trade  are  important  if  the  benefits  of  trade  are  to  be  truly  en- 
joyed by  both  business  and  consumers.  Trade  facilitation  has  also  a  pertinent  role  in  furthering  our  goal  of 
achieving  the  fullest  liberalization  within  the  global  context. 

In  particular  we  ask  our  ministers  and  officials  to  submit  proposals  on  APEC  arrangements  on  customs, 
standards,  investment  principles  and  administrative  barriers  to  market  access. 

To  facilitate  regional  investment  flows  and  to  strengthen  APEC's  dialogue  on  economic  policy  issues,  we 
agree  to  continue  the  valuable  consultations  on  economic  growth  strategies,  regional  capital  flows  and  other 
macro-economic  issues. 

8.  Our  objective  to  intensify  development  cooperation  among  the  community  of  Asia  Pacific  economies  will 
enable  us  to  develop  more  effectively  the  human  and  natural  resources  of  the  Asia  Pacific  region  so  as  to  attain 
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sustainable  growth  and  equitable  development  of  APEC  economies,  while  reducing  economic  disparities 
among  them,  and  improving  the  economic  and  social  well-being  of  our  peoples.  Such  efforts  will  also  facilitate 
the  growth  of  trade  and  investment  in  the  Asia  Pacific  region. 

Cooperative  programs  in  this  area  cover  expanded  human  resource  development  (such  as  education  and  train- 
ing and  especially  improving  management  and  technical  skills),  the  development  of  APEC  study  centres, 
cooperation  in  science  and  technology  (including  technology  transfer),  measures  aimed  at  promoting  small 
and  medium  scale  enterprises  and  steps  to  improve  economic  infrastructure,  such  as  energy,  transportation, 
information,  telecommunications  and  tourism.  Effective  cooperation  will  also  be  developed  on  environmental 
issues,  with  the  aim  of  contributing  to  sustainable  development. 

Economic  growth  and  development  of  the  Asia  Pacific  region  has  mainly  been  market-driven,  based  on  the 
growing  interlinkages  between  our  business  sectors  in  the  region  to  support  Asia  Pacific  economic  coopera- 
tion. Recognizing  the  role  of  the  business  sector  in  economic  development,  we  agree  to  integrate  the  business 
sector  in  our  programs  and  to  create  an  ongoing  mechanism  for  that  purpose. 

In  order  to  facilitate  and  accelerate  our  cooperation,  we  agree  that  APEC  economies  that  are  ready  to  initiate 
and  implement  a  cooperative  arrangement  may  proceed  to  do  so  while  those  that  are  not  yet  ready  to  partic- 
ipate may  join  at  a  later  date. 

Trade  and  other  economic  disputes  among  APEC  economies  have  negative  implications  for  the  implementa- 
tion of  agreed  cooperative  arrangements  as  well  as  for  the  spirit  of  cooperation.  To  assist  in  resolving  such 
disputes  and  in  avoiding  its  recurrence,  we  agree  to  examine  the  possibility  of  a  voluntary  consultative  dispute 
mediation  service,  to  supplement  the  WTO  dispute  settlement  mechanism,  which  should  continue  to  be  the 
primary  channel  for  resolving  disputes. 

Our  goal  is  an  ambitious  one.  But  we  are  determined  to  demonstrate  APEC's  leadership  in  fostering  further 
global  trade  and  investment  liberalization.  Our  goal  entails  a  multiple  year  effort.  We  will  start  our  concerted 
liberalization  process  from  the  very  date  of  this  statement. 

We  direct  our  ministers  and  officials  to  immediately  begin  preparing  detailed  proposals  for  implementing  our 
present  decisions.  The  proposals  are  to  be  submitted  soon  to  the  APEC  economic  leaders  for  their  considera- 
tion and  subsequent  decisions.  Such  proposals  should  also  address  all  impediments  to  achieving  our  goal.  We 
ask  ministers  and  officials  to  give  serious  consideration  in  their  deliberations  to  the  important  recommenda- 
tions contained  in  the  reports  of  the  Eminent  Persons  Group  and  the  Pacific  Business  Forum. 
We  express  our  appreciation  for  the  important  and  thoughtful  recommendations  contained  in  the  reports  of 
the  Eminent  Persons  Groups  and  the  Pacific  Business  Forum.  The  reports  will  be  used  as  valuable  points  of 
reference  in  formulating  policies  in  the  cooperative  framework  of  the  community  of  Asia  Pacific  economics. 
We  agree  to  ask  the  two  groups  to  continue  with  their  activities  to  provide  the  APEC  economic  leaders  with 
assessments  of  the  progress  of  APEC  and  further  recommendations  for  stepping  up  our  cooperation. 
We  also  ask  the  Eminent  Persons  Group  and  the  Pacific  Business  Forum  to  review  the  interrelationships  be- 
tween APEC  and  the  existing  sub-regional  arrangements  (AFTA,  ANZERTA  and  NAFTA)  and  to  examine 
possible  options  to  prevent  obstacles  to  each  other  and  to  promote  consistency  in  their  relations. 


APEC  Economic  Leaders 
Bogor,  Indonesia 
November  15,  1994 
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